


EDITORIAL 











"Theirs not to reason why 
Theirs but to do and die” 


ESE lines from Tennyson’s 

famous poem written more than 
a hundred years ago described a 
tragic event in the Crimean War. 
They could be used also to indicate 
the minor importance with which 
accountants and their work were 
formerly regarded by many business 
leaders. 


With few exceptions management 
in the past habitually thought of the 
accountant merely as a necessary 
bookkeeper or at best a qualified 
financial watchdog—but without a 
bark or bite! Inevitably such an 
assessment of the accountant’s place 
and status in the business world had 
to be reconsidered. The evolution of 
business trends away from individual 
ownership and more and more to- 
wards extensive shareholding owner- 
ship with control in the hands of 
boards of directors and management, 
brought about the need for greater 
reliance to be placed on the qualified 
accountant. As business activities 
continued to widen in scope and com- 
plexity, management became con- 
scious of the importance of scientific 
Management and the accountant’s 
vital place in it. Undoubtedly, bodies 
such as the Australian Society of 

ccountants and its predecessors by 
requiring a high standard of pro- 

ency of those seeking membership 
contributed to the lifting of the 
accountant’s status in the eyes of 
management, 


To-day it can be said that the 
qualified accountant is an integral 
of the management team, and 
accent now is on how best he can 
ake his place in that category. 
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Evidence of this is revealed by the 
number of articles being written on 
this theme. An instance is provided 
by the article entitled “Accounting 
in This Managerial Age” which 
appears on pages 57-74 of this issue. 
Originally delivered in Adelaide as 
the Arthur Capper Moore Memorial 
Lecture by Mr. C. R. Hicking, the 
article makes an important contribu- 
tion to the discussion and decisions 
being made on this aspect of account- 
ing. The author has some sound 
advice to offer the accountant with 
the ambition to win a high place in 
the managerial councils of big busi- 


ness. 
+ + + 


Technical Bulletin, No. 3 


HIS month, the Society’s third 

technical bulletin is being 
issued to those members who have 
signified their desire to receive these 
publications. 

Of 24 pages, it comprises an 
authoritative paper entitled ‘“Re- 
sponsibility Accounting” by Mr. V. L. 
Gole, F.A.S.A., A.C.LS., A.C.A.A., an 
immediate past president of the Vic- 
torian Division of the Australian 
Society of Accountants. The author, 
who is well-known for his contribu- 
tions to accounting literature, brings 
some penetrating thoughts and sound 
conclusions to bear on his subject. 

He demonstrates that the respon- 
sibility accounting concept can be 
applied with value over a variety of 
businesses and, by its use, managerial 
control can be exercised effectively 
over executive performance at 
several levels. 





Eliminating Shillings and Pence from 


Accounting Records 


By R. L. GOURLAY, A.c.A. 


(AUST.), A.C.A.A. 


Manager in Sydney of the methods and system 
group of Price Waterhouse & Co. 


The elimination of cents from cer- 
tain accounting entries is practised 
by several corporations in the 
United States of America, including 
the Bethlehem Steel Co., the pioneer 
in the field, which has operated the 
system for 30 years. In U.S.A. the 
practice is known as “whole dollar” 
or “centsless” accounting. 


The advantages claimed for cents 
elimination may be expected to apply 
with equal force to the elimination 
of shillings and pence from records 
kept in Australian currency. One 
local company is known to eliminate 
shillings and pence from _ sales 
analysis and fixed asset records and 
there is reason to believe that the 
technique is also applied by some 
large English companies to certain 
phases of their accounting pro- 
cedures. 


Cents elimination from accounting 
records is to be distinguished from 
the practice of presenting financial 
reports and statements to the near- 
est dollar although the underlying 
accounting data still record the cents 
involved. However, both practices 
have this in common that they spring 
from a recognition of the insignifi- 
cance of cents (or shillings and 
pence) in accounting for transac- 
tions which may aggregate hundreds 
of thousands or millions of dollars 
(or pounds). In some cases, where 
very large amounts are involved, 
financial statements may be ex- 
pressed to the nearest hundred or 
thousand pounds, on the ground that 
the reader’s understanding of the 
financial position portrayed is not 
impaired, but is indeed helped by a 
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relatively unimportant departure 
from arithmetical accuracy. 

Recognition of the insignificance of 
cents in accounting statements is 
carried one step further by those 
who practice “whole dollar” or 
“centsless” accounting. In _ such 
cases the question was asked whether 
excessive clerical effort was involved 
in recording cents and an affirmative 
answer led to modification of book- 
keeping practices so that cents were 
eliminated at the time (or as soon 
as possible thereafter) when a 
transaction was first recorded in the 
books. A precis of the mechanics of 
the procedure is given below: 


APPLICATION OF THE 
TECHNIQUE 


All entries which record external 
financial relationships must be re- 
corded exactly, so that cents (or 
shillings and pence) are not elimin- 
ated from entries relating to debtors, 
creditors, or cash, but entries which 
affect internal records only may be 
expressed to the nearest dollar (or 
pound). 

The alternative methods of elimin- 
ating cents are as follows :— 

(1) They may be dropped entirely 
from each entry and a separate 
listing prepared for the total 
amount of cents involved in each 
series of entries in subsidiary 
books. 

(2) Each entry may be rounded-off 
to the nearest dollar on the follow- 
ing basis :— 

Under 50 cents—dropped; Over 
50 cents—to next higher dollar, 
e.g., $2.48 would be accoun 
for as $2, $2.55 would be ac- 
counted for as $3. 
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The rule with entries containing 
an amount of 50 cents exactly is 
to round-off to the nearest even 
dollar, e.g., $3.50 would be ac- 
counted for as $4, $4.50 would 
be accounted for as $4. 

When the rounding-off method is 
used, some scale of tolerance 
must be fixed between the ac- 
tual dollar and cents total of, 
say, a batch of creditors’ in- 
voices and the corresponding 
whole dollar amounts allocated 
to expense and other accounts 
in the voucher register. One 
company’s limit is $2 and if this 
figure is exceeded a re-check is 
made of the invoices concerned. 

The general plan is to eliminate 

the cents as near as practicable to 
the source of the entry and the cents 
differences are posted from the books 
of prime entry to a “rounding ad- 
justment” or “cents elimination” ac- 
count in the general ledger. One 


writer suggests that the place for 
such an account is adjacent to a mis- 


cellaneous expense heading with 
which the balance of the cents 
elimination account may be merged 
at balance date. : 

Examples and comments on speci- 
fic procedures are given below: 


Cash 
Payment of $113.82 for telephone 
expenses 
Telephone expense, $114 
Bank $113.82 
Rounding Adjustment 18 
In this case the rounding adjust- 
ment account is credited with the 
complement of the cents figure. The 
cash book contains a special column 
for accumulating monthly totals of 
the — adjustments on cash pay- 
ments. 


Sales and Debtors 
Sale of $734.41 costing $607.20 
Accounts receivable 734.41 
Rounding adjustment 41 
ales 734 
Cost of sales 607 
Inventory 607 
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Creditors 

Several clerical procedures in con- 
nection with accounting for credit- 
ors’ invoices are outlined in the pub- 
lished material available. The pro- 
cedures themselves vary according 
to particular circumstances but the 
objective in all cases is to record 
exactly to the penny the amounts 
owing to creditors and to distribute 
in whole dollars only the charges to 
inventory and expense accounts. 


Payrolls 

The exact amount of wages due to 
employees must be computed but the 
allocation to departments and cost 
accumulations are recorded in whole 
dollars. 


Trading Stock 

Values, as distinct from unit prices 
or rates, are recorded in whole dol- 
lars both on stock cards and general 
ledger control accounts. Unit prices 
or rates are used for extending quan- 
tities but extensions themselves are 
rounded to the nearest dollar and the 
cents differences taken to the “cents 
elimination” account. 


Stores 

Extensions of quantities and unit 
prices are rounded-off to the nearest 
dollar. However, where there are 
numerous requisitions for amounts of 
less than one dollar some distortion 
may take place by rounding-off in- 
dividual requisitions. In such cases 
the requisitions may be sorted to ar- 
rive at the total dollar and cents 
credits to the respective stores ac- 
counts and the totals then adjusted 
to the nearest dollar. The corres- 
ponding debits may be treated simi- 
larly, and agreed with the total 
whole dollar credit previously es- 
tablished. 

When a requisition involves a 
charge to a debtor’s account the 
exact amount is recorded for billing 
purposes, although the credit to the 
store account concerned may be ex- 
pressed to the nearest dollar. 
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Fixed Assets and Depreciation 


Cents are eliminated when capital 
expenditure is recorded in the books 
of prime entry and movements of 
fixed assets are recorded thereafter 
in whole dollars. 

Depreciation charges also are ex- 
pressed in whole dollars. 


Accrued and Deferred Charges 


Most entries relating to accruals 
and deferments can be expressed to 
the nearest dollar at the time of 
making the original entry and the 
rounding adjustment account need 
be resorted to only in relatively few 
instances. 


Cost Accounting 


Entries transferring inventories 
from stage to stage, recording stan- 
dard labour for a period, applying 
expenses to work in progress, etc., 
ao uay be expressed to the nearest 

ollar. 


SOME ADVANTAGES 


All writers on the subject appear 
to accept the proposition that the 
majority of transactions recorded by 
the accounting department of U.S. 
corporations, except those engaged 
in retail distribution, average five 
figures, two of which are the cents. 
It is then pointed out that cents are 
responsible for 40 per cent. of the 
work of recording although they re- 
present an infinitesimal part of re- 
corded money values. 

Primary benefits are said to be 
saving in time and therefore in the 
cost of accounting, The saving of 
time is particularly noticeable in 
adding, subtracting, pro-rating, and 
other arithmetical processes _ in- 
volved in dealing with figures. Pos- 
sibilities for error in reading and 
transcribing are reduced by having 
only three instead of five figures in 
the typical transaction, and such er- 
rors aS may occur are more easily 
located. The apparent saving of 40 
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per cent. may be exceeded in prac. 
tice because smaller numbers are 
easier to handle. 


An interesting example of an ac. 
tual time test is given below. The 
test was carried out on a listing of 
several sheets of inventory usage 
charges containing individual ae. 
count accumulations and totals. 





b+ yey . 
ents ents ‘aving 
Minutes Minutes 
Posting ..,.<.. @ 17 43% 
Checking totals 22 60% 
52 50% 





Benefits experienced by one large 
corporation include, in addition 
to saving in labour and time in ac- 
counting work, substantial savings 
in paper consumption and_ filing 
space. Also, reports, statements and 


records have gained as much in ap 
pearance as they have in clarity and 


conciseness. 


The greatest scope for saving 
clerical work by adoption of “cents. 
less accounting” obviously is found 
in large businesses. However, the 
medium-size and smaller business 
may also derive comparable benefits 
by reducing the burden of account 
ing on a small clerical staff. 
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A.S.A. 1958 CONVENTION 


Arrangements Nearing Completion 


5 enthusiastic co-operation of 
all concerned in the organisation 
demonstrates a general intention of 
making the Society’s 1958 Conven- 
tion an outstanding success. 


The Convention will be held at 
Sydney from May 5 to 8, the pro- 
gramme comprising technical ses- 
sions, social functions and sporting 
events. 


Throughout the world it is recog- 
nised that conventions are an in- 
tegral part of the activities and de- 
velopment of professional bodies. In 
no other way can members of a pro- 
fessional society meet so conveniently 
and to such concentrated purpose for 
the discussion and ventilation of 
problems vital to its progress. At 
the same time, attendance at the 
Convention gives members the valu- 
able opportunity of meeting their 
colleagues who have common aims 
and interests. The means thus pro- 
vided for inter-change of ideas con- 
tribute to the advancement of the 
nn as well as the Society it- 
self. 


Details of the technical sessions, 
including the titles of the subjects, 
names of speakers, rapporteurs and 
commentators were listed at pages 
6 and 7 of the January issue of 
“The Australian Accountant”. We 
are now able to announce further de- 
tails of these sessions, together with 
the programme of the various other 
activities which have been arranged 
for the professional interest and per- 
sonal enjoyment of members who at- 
tend the Convention. 


For those members able to be in 
Sydney on Sunday, May 4, church 
services will be held at St. Andrew’s 
Cathedral, George Street, and St. 
Mary’s Cathedral, College Street. 
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The Convention will be officially 
opened at noon on Monday, May 5, 
when official guests and members will 
assemble at the Trocadero, George 
Street. This will be followed by a 
luncheon at which a leading public 
figure will deliver an address. 


The first technical session will be 
held on Monday, commencing at 
2.30, when “The Economics of 
Capital Expenditure” will be dis- 
cussed under the three headings— 


1. Planning Capital Expenditure 
2. Controlling Capital Expenditure 
8. Financing Capital Expenditure. 


The President, Mr. O. H. Paton 
and Mrs. Paton, and the State Pre- 
sident, Mr. A. E. Dent and Mrs. 
Dent, will welcome members and 
their wives at a reception at the 
Trocadero at 6.30 p.m. 

Two technical sessions and a pub- 
lice lecture are scheduled for Tues- 
day, May 6. 

The morning session, commencing 
at 9.30 a.m., will be devoted to “In- 
ternal Auditing in Australia”, which 
will be discussed under three head- 
ings— 

1, Internal Auditing in Some Aus- 

tralian Companies 

2. Internal Auditing in a Govern- 

ment Instrumentality 

8. Statistical Techniques as Applied 

to Internal Auditing. 


At the technical session commenc- 
ing at 2.30 p.m., consideration will be 
given to “The Annual Report and 
Accounts as a Source of Informa- 
tion” under the three headings— 


1. To Shareholders and Employees 

2. To Economists 

8.To (a) Bankers, and (b) Invest- 
ing Institutions. 





In the evening, a public lecture will 
be given at the Wallace Theatre in 
the University of Sydney. A notable 
authority has been invited to deliver 
this lecture, particulars of which 
will be announced later. 

Another interesting programme 
has been arranged for Wednesday, 
May 7. 

The fourth technical session will 
commence at 9.30 a.m., when the sub- 
ject for consideration will be “In- 
fluences Shaping Accounting” divided 
into the three headings— 

1.The Influence of Taxation on 

Accounting 

2.The Influence of Law on Ac- 

counting 


8.The Influence of Economic 


Forces on Accounting. 


On Wednesday afternoon, round 
table discussion groups will be ar- 
ranged for members who wish to 
have further discussion of the tech- 
nical subjects with their colleagues 
engaged in similar capacities with 


other concerns. Inspections of large 
industrial plants will be arranged 
for members who would prefer to 
learn more about current progress in 
this direction. 

A highlight of the programme will 
be the Convention Dinner at the 
Trocadero on Wednesday night. Of- 
ficial guests of the Society will in- 
clude distinguished State and Civic 
representatives, together with lead- 
ers of other professions. 

Thursday, May 8, is reserved for 
the sporting activities and members 
attending the Convention will have 
the opportunity to enjoy their favour- 
ite recreation under the best pos- 
sible conditions. The programme in- 
cludes tennis at the New South Wales 
Lawn Tennis Association’s White 
City courts, golf at the Australian 
Golf Club, Roseberry, and bowls at 
the Rose Bay Bowling Club. 

An interesting and entertaining 
programme is being arranged for 
the wives of interstate and country 
members who attend. 
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Early in March every member of 
the Society will ‘receive a brochure 
giving complete details of the Con- 
vention. This will include a regis- 
tration form for return to the State 
Registrar of the New South Wales 
Division. It will help the organising 
committee to make the best possible 
arrangements if members retum 
their registration forms promptly. 

Members will realise that the hold- 
ing of the Convention involves the 
Society in considerable expense. It 
follows that the prime benefit ob- 
tained from this expenditure is en- 
joyed by members who attend the 
Convention. However, the papers, 
discussions, addresses and speeches 
given at the Convention will be made 
available at a later date at a nominal 
charge in the form of “Proceedings” 
to members unable to attend. 

The General Council of the Society 
takes this opportunity of recording 
its thanks and appreciation for the 
contribution of £500 towards the cost 
of the Convention kindly made by 
the Public Accountants Registration 
Board of New South Wales. The 
contribution was made from the in- 
come of the Educational Fund es- 
tablished by the Board to promote 
and advance the study of accoun- 
tancy in New South Wales where the 
1958 Convention will be held. 


Accommodation: 

Limited accommodation has been 
tentatively reserved for interstate 
and country members at the follow- 
ing hotels:—Astra (Bondi), Aus 
tralia, Belvedere (Darlinghurst), 
Bondi (Bondi), Manly (Manly), 
Metropole, Pacific (Manly), Mayfair 
(King’s Cross), Ushers, Wentworth. 

To ensure that accommodation will 
be reserved, it is essential that mem- 
bers make firm bookings with the 
N.S.W. State Registrar, 5 Bligh 
Street, Sydney, as early as possible 
but not later than April 11. 

Particulars of hotels and tariffs 
are available from the various State 
Registrars. 


The Australian Accountant, February, 1958. 
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DEPRECIATION: 


The New Tax Provisions 





TAXATION 











By D. C. WILKINS, B.cCOM., A.A.S.A. 


Alterations to the income tax depreciation allowances, 
which were foreshadowed in the Federal Budget of September 
last, were given effect to in the Assessment Act of 1957, 
assented to on 21 November, 1957. 


E major changes which have 

been made relate to the calcu- 
lation of the depreciation allowable 
on assets held for the purpose of pro- 
ducing income subject to tax, and 
the treatment of recouped deprecia- 
tion on the disposal of those depreci- 
able assets. 

The income tax returns affected 
are those for the current income year 
(the year ending 30 June, 1958) and 
subsequent years. 

No attempt will be made here to 
explain the details of the new legis- 
lation; instead a brief summary will 
be given of the manner in which tax- 
payers may take advantage of the 
altered basis of depreciation allow- 
ances, and the effect on the prepara- 
tion of their returns. 


Rates of Depreciation: 


Where depreciation has been 
claimed in tax returns up to the year 
ended 30 June 1957, by the “dimin- 
ishing balance” method, and it is 
Intended that that method should 
continue to be used, the rates of 
annual depreciation to be allowed 
on the previous year’s written down 
value have been increased by 50 per 
cent. This means that if the rate 
provided by the Commissioner’s 
Schedule of Rates of Depreciation, or 
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determined by the Commissioner in 
any other way, was 10 per cent of 
the written down value, the new rate 
to be applied to the written down 
value at 1 July 1957, and to subse- 
quent years’ additions, will be 15 per 
cent. 

Where depreciation has _ been 
claimed on the prime cost method, 
and that method is being retained, 
the rates of depreciation previously 
applied will not be altered. 


Basis of Depreciation: 


Before the amending legislation, 
taxpayers were permitted to exercise 
an option to change from the dimin- 
ishing balance to the prime cost 
method of calculating depreciation. 
If this option was exercised, it 
affected all the assets subject to 
depreciation, and a reversion to the 
diminishing balance method was pos- 
sible only on those rare occasions 
when, for sufficient reasons, the Com- 
missioner permitted it. 

The new provisions allow the tax- 
payer to elect to use the prime cost 
method for all his depreciable assets 
or, if he so chooses, only for those 
assets acquired in the year in which 
he elects to change, and in subsequent 
years. Thus he may continue to write 
down the previous years’ depreciable 
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Summary of possible courses of action:— 


Alternatives for 1958 

and Subsequent Years 

(i) Prime cost for all 

assets. Option. not 
necessary 


(ii) Diminishing value 
for all assets. Op- 
tion necessary 


(iii) Prime cost for pre- 
vious years’ assets, 
diminishing value 
for future pur- 
chases. Option ne- 
cessary 


Existing method 
for All Assets 


Prime cost 


Alternatives for 1958 


Existing method 
and Subsequent Years 


for All Assets 
Diminishing 
value (i) Diminishing value 
for all assets. Op. 
tion not necessary 
(ii) Prime cost for all 
assets. Option ne 
cessary 
(iii) Diminishing value 
for previous years’ 
assets, prime cost 
for future pur. 
chases. Option ne 
cessary 





assets at the increased rates appro- 
priate to the diminishing balance 
method, and write down future pur- 
chases of assets at the normal rates, 
on the prime cost basis. 


As mentioned above, a taxpayer 
who had elected to use the prime cost 
method was not permitted to revert 
to the diminishing balance method 
unless he obtained “the leave of the 
Commissioner” to do so. However, 
the amending legislation now permits 
those who are using the prime cost 
method to exercise an option to write 
down all assets subject to deprecia- 
tion on the diminishing balance meth- 
od, or, if it desired, to use that 
method only for those assets acquired 
in the year in which the option is 
exercised, and in future years. 


It will be evident, therefore, that 
taxpayers who are entitled to depre- 
ciation allowances in their tax re- 
turns will have greater freedom in 
their choice between the two methods 
of depreciation permitted by the Act. 

The options which are provided for 
in the new legislation may be exer- 
cised in the year ending 30 June 
1958, or any subsequent year. 
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Treatment of Recouped Depreciation: 


Before the amending legislation, 
if an asset subject to depreciation 
was disposed of at a price greater 
than the depreciated value, the ex- 
cess (limited to the original cost) 
was included in the assessable in- 
come of the year of sale. If the 
amount involved was considerable, 
and the asset disposed of had then 
to be replaced by a new (and pos 
sibly more expensive) asset, the 
necessity to pay tax on this recouped 
depreciation could represent a strain 
on the taxpayer’s resources. 


The new legislation, which is 
directed to afford a measure of re 
lief from this immediate tax burden, 
provides that when an asset is dis- 
posed of for a consideration which 
exceeds the written down value, the 
taxpayer is permitted to exercise aD 
option to have the recouped deprecia 
tion deducted from the value of other 
assets subject to depreciation. 

If the taxpayer does not exercise 
this option, the recouped depreciation 
will be assessed to tax in the year 
of disposal as previously. However, 
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if the option is exercised, the follow- 

ing rules will apply :— 

(i) If the asset disposed of is re- 
placed in the same income year, 
the amount of the recouped depre- 
ciation will be deducted from the 
cost of the new asset. If there is 
any excess of recouped deprecia- 
tion over the replacement cost, such 
excess will be deducted firstly from 
the cost of any other assets pur- 
chased during the year and then 
from the written down values of 
other depreciable assets. 


(ii) If the asset disposed of is not 
replaced in the same income year, 
the recouped depreciation will be 
deducted successively from the cost 
of other assets purchased in that 
year and then from the written 
down value of other assets subject 
to depreciation. 


(iii) Any part of the recouped de- 
preciation which is not deducted 
from the cost, or written down 
value, of other assets will be in- 
cluded in the assessable income of 
the year of disposal. 


(iv) If the asset is not replaced in 
the year of disposal, but is replaced 
within the next two succeeding 
years, and the taxpayer had not 
exercised the option to deduct re- 
couped depreciation from _ the 
values of other assets (and had 
thus been assessed to tax on that 
amount) he can request the Com- 
missioner to amend the assessment 
of the year in which the disposal 
took place by excluding the depre- 
ciation recouped, at the same time 
reducing the cost of the replace- 
ment by a similar amount. 


(v) The amount of recouped depre- 
ciation on the sale of an asset 
which, under the new provisions, 
is deducted from the value of an 
asset is deemed to be depreciation 
allowed on that asset. Thus, the 
calculation of the depreciated value 
of this asset is facilitated, for the 
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purpose of determining future de- 

preciation allowances and _ the 

profit or loss on subsequent dis- 
posal. 

Provisions similar to the above 
were previously in the Act in relation 
to insurance or other recoveries 
obtained as a result of the loss or 
destruction of depreciable assets. The 
new legislation thus affects the ap- 
plication of the new principle of 
taxing recouped depreciation in all 
cases where assets are “disposed of, 
lost or destroyed”’. 


Cessation of Business: 


Where depreciable assets are dis- 
posed of, lost or destroyed, and as a 
result the business carried on by the 
taxpayer comes to an end, an elec- 
tion to offset recouped depreciation 
against the value of other assets may 
not be appropriate, because there 
may be no other such assets avail- 
able. In that case the recouped de- 
preciation would be included in 
assessable income. 

However, to provide relief in such 
cases, the taxpayer may apply to have 
the recouped depreciation, which is 
described as “abnormal income”, 
taxed at a rate lower than that which 
would normally be applied. The 
method adopted need not be described 
here; it is similar to the “notional 
income” calculations made for auth- 
ors and inventors, etc., who receive 
“abnormal income” in one year which 
is out of proportion to their normal 
earnings. 

Apart from the treatment of re- 
couped depreciation on the cessation 
of the business, the new provisions 
are not intended to involve a reduc- 
tion in tax liability. In effect, how- 
ever, the income represented by the 
assessable excess over written down 
value can be spread over the years 
during which the remaining assets 
are written off, thus softening the 
blow, and probably in many cases 
making the taxing of this recouped 
depreciation almost imperceptible. 
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NOTES ON SELECTED TAX CASES 


DISTRIBUTIONS BY FAMILY 
COMPANY 


Payments made by a company 
which had ceased to carry on 
business were not regarded as 
the division of surplus assets in 
the course of an “informal wind- 
ing-up.” 

A family company acquired two 
picture theatres in 1936 for £20,000, 
which were leased for a period of 
ten years from 1941 with an option 
to purchase, In 1948 the theatres 
were sold for £25,000, and in 1951 
the only asset owned by the company 
was £8,940 in cash. 

The company’s paid-up capital was 
£4,000 held by four shareholders 
equally, and £4,588 represented the 
capital profit on the sale of the 
theatres. 


No meetings of shareholders or 
directors were held, instead the com- 
pany secretary made certain entries 
in the minute book with the tacit 


approval of the shareholders. These 
purported to record that a dividend 
of £4,588 (the capital profit on real- 
isation of the company’s assets) was 
paid on 5 November, 1951, and on 
the same day another dividend of 
Peg was declared immediately pay- 
able. 


A further resolution, dated 3 
March, 1952, stated that the com- 
pany be wound-up and instructed the 
secretary to arrange with the Regis- 
trar-General for its dissolution. On 
that day a final payment of £4,030 
(£1,007/10/- for each shareholder) 
was made, of which the Commis- 
sioner treated £4,000 as a return of 
capital. 

The Commissioner had included in 
the assessable income of the tax- 
payer (one of the shareholders) an 
amount of £1,235, representing his 
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one-fourth share of the distributions 
totalling £4,940 received by him dur- 
ing the year ended 30 June, 1952 
(after excluding the £4,000 return 
of capital) as representing dividends 
paid out of profits derived by the 
company. The taxpayer, however, 
contended that this amount was re- 
ceived in the course of an informal 
winding-up of the company and 
should not be assessable. 


The disallowance of the taxpayer's 
objection was considered by the High 
Court in Houghton v. Federal Com- 
missioner of Taxation 6 A.I.T.R. 414. 
The Court considered that the en- 
tries in the minute book, however 
irregular, were authorised by the 
tacit consent of the shareholders and 
directors, and, therefore, it should 
be assumed that the Company in- 
tended to pay the amounts concerned 
as dividends. 


It was accordingly held that the 
company did not have the intention 
of dividing surplus assets among the 
shareholders in the course of an in- 
formal winding-up, but that the pro- 
fits were detached from the share 
capital and were correctly assessed 
as dividends under Section 44 of the 
Income Tax Assessment Act. 


SUBSCRIPTION TO OFFICERS’ 
MESS 


The subscription paid to an 
Army officers’ mess was held to 
be an allowable deduction under 
Section 51 of the Income Tax 
Assessment Act. 


On occasions, a question in dispute 
with the Commissioner of Taxation 
is taken to the Board of Review 
purely as a matter of principle, re- 
gardless of the amount of tax in- 
volved. Such appears to be the posi- 
tion in 7 C.T.B.R. (N.S.), Case 5, 
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where the deduction disallowed by 
the Commissioner was £2 only. 


The taxpayer was an officer in the 
Citizen Military Forces, who was 
on army earnings amount- 
ing to £129. As an officer of the 
Australian Army, he was required 
to be a member of the officers’ mess, 
and, under the mess rules, he was 
obliged to pay an annual subscription 
to defray ordinary mess expenses, 
The subscription was £2, which the 
Commissioner conceded was an ex- 
penditure incurred in gaining or 
producing his army income, but did 
not allow it as a deduction, on the 
grounds that it was an outgoing of 
a private nature. 


A mass of information was pro- 
vided at the hearing to establish the 
compulsory nature of the taxpayer’s 
mess subscription, and the manner 
in which the mess used these funds. 
This was directed toward the con- 
clusion that the expenditure was ne- 
cessarily incurred, and, because the 
nature of the payments made by the 


mess were of a non-private nature, 
that the subscription itself was, 
therefore, also of a non-private 
nature. 

The Board did not consider that 
the manner in which the mess con- 
tributions were spent was relevant; 
the question to be decided was the 
character of the expenditure as paid 
by the taxpayer. 

By a majority, the Board held that 
the mess subscription paid by the 
taxpayer was not of a private nature, 
and, therefore, should be allowed as 
a deduction under section 51. It 
was considered that the obligation 
to make the payment did not fall 
“peculiarly or particularly” upon 
the taxpayer as a private individual; 
it was the kind of subscription that 
all officers of all ranks and in all 
formations of the Australian Army 
had to pay. 

The chairman of the Board was, 
however, of the opinion that the 
mess subscription was “clearly of a 
private nature.” 


— & — 


Questions and Answers in Parliament 


Senator Scott (W.A.) asked the Minister 
representing the Treasurer, upon notice— 


1, Is expenditure upon capital improve- 
ments, such as men’s quarters, fencing and 
windmills, on station properties in the 
Northern Territory permitted as an allow- 
able deduction for income tax purposes in 
the year in which the money is spent? 


2. If so, (a) Does this concession also 
apply to other pastoral areas of the 
Commonwealth? (b) Has any large-scale 
development taken place on the properties 
affected since the inception of the conces- 
sion? (c) Will the Treasurer consider the 
advisability of extending the area receiving 
these benefits to the whole of zone A? 

Senator Spooner (N.S.W.) — The Trea- 
surer has supplied the following answers 
te the honourable senator’s questions:— 

1, Where improvements of the nature 
described -by the honourable senator are 
situated on land in the Northern Territory 
which is used for the purposes of agri- 
cultural or pastoral pursuits, the taxpayer 

the choice of deducting the cost either 
—(i) in annual instalments over five years; 
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or (ii) in full in the year in which the im- 
provements are completed. 


2. (a) In the case of similar improve- 
ments outside the Northern Territory, the 
cost is also deductible in annual instal- 
ments over five years, but the option to 
take the alternative outright deduction in 
the year of completion is not available. 


(b) The allowances to which the honour- 
able senator has referred were introduced 
when the 30 years’ exemption of income 
from primary production in the Northern 
Territory expired in 1952. Reliable statis- 
tical data is not available on which to 
determine the extent to which development 
has taken place on the properties affected 
since the inception of the allowances, nor 
to gauge the effect of the allowances in 
ecmparison with development in the Terri- 
tory during the exemption period or simi- 
lar development elsewhere in Australia. 
(c) The question which the honourable 
senator has raised will be considered by the 
Government in conjunction with other taxa- 
tion proposals which have been put for- 
ward in relation to Northern Australia. 


51 





RECENT LEGAL DECISIONS 


Signature of Cheques Drawn by 
Company 


In the N.S.W. case of Electrical 
Equipment of Australia Ltd. v. 
Peters (1956), 74 W.N. (N.S.W.) 
243, the plaintiff was owned £2,000 
by a company named Cole Engineer- 
ing Pty. Ltd. Three cheques totalling 
this amount were handed to the 
plaintiff, each bearing, in the place 
where the drawer’s signature nor- 
mally appears, the words “Cole En- 
gineering Pty. Ltd.” stamped by a 
rubber stamp, followed by the sig- 
natures of P and H who were, in 
fact, directors of Cole Engineering 
Pty. Ltd. 


The drawee bank was the one at 
which the company had its account, 
and the form of signature was that 
normally used by the company, and 
was recognised by the bank as the 
company’s signature. Neither P nor 
H had an account with that bank. 


The cheques were dishonoured, 
and, the company having gone into 
liquidation, the plaintiff sued P and 
H on the cheques claiming that they 
were personally liable. 


The composite signatures on the 
cheques were at best ambiguous; it 
was not made plain that P and H 
had signed only on behalf of the 
company, and an agent who signs a 
bill of exchange in his own name 
cannot complain if he is held per- 
sonally liable. However, despite this, 
the Court held that neither P nor H 
were personally liable. The cheques 
did bear the company’s _signa- 
ture, and the presumed intention 
must have been that the composite 
form of signature should operate as 
a direction to the drawee bank to 
pay the amounts involved out of the 
company’s account with the bank. 
Hence the plaintiff’s action against 
P and H failed. 
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Business at Requisitioned Meeting 

If an extra-ordinary general meet- 
ing of a company is requisitioned 
pursuant to the provisions of the 
several Companies Acts, what busi- 
ness may properly be transacted at 
the meeting when held? This ques- 
tion is not without importance, and 
that is the reason for this note on 
the discussion in “British Business 
Law” for October, 1957, of a recent 
Scottish decision on the point. 

The case is Ball v. Metal Industries 
Limited and others. There, in ac- 
cordance with the appropriate pro- 
visions of the Companies Act, which 
are reproduced in our own local en- 
actments, certain members of a com- 
pany requisitioned an extra-ordinary 
general meeting. It was duly con- 
vened, and the notice convening it 
stated that it was called to deal with 
two matters. These were, first, the 
appointment of three people as 
directors of the company (this had 
been the business specified by the 
requisitionists when they deposited 
their requisition) and second, the 
removal of B from his office of direc- 
tor. This latter business was speci- 
fied by W, the chairman of the board. 

B sought what we should call an 
injunction to restrain the meeting 
from dealing with the proposal for 
his removal, and put forward two 
reasons why that proposal could not 
be dealt with at the requisitioned 
meeting. 

In the first place, he said, it is only 
the business which the requisitionists 
themselves specify in their requisi- 
tion which may be dealt with. This 
did not, however, find favour with 
the court, which held that when 
notices are sent out convening an 
extra-ordinary general meeting om 
requisition, there is nothing to pre 
vent the company from incorporating 
in the notice, notice of any other 
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business which by the Act or the 
company’s own articles could pro- 
perly be brought forward at an 
extra-ordinary general meeting. 

In the second place, said B, the 
wording of the notice made it appear 
that the resolution to which he ob- 
jected was that of the chairman of 
the board—not of the board itself— 
and that that gentleman could only 
bring a resolution before the meeting 
in his capacity as a member, and 
not otherwise. And, as the articles in 
this case permitted a member to 
bring a resolution before an ordinary 
general meeting, they did not permit 
him to do so at an extra-ordinary 
general meeting except by way of 
requisition. Hence, B got his injunc- 
tion. 

It may seem an odd result, but as 
the author of the note in the journal 
cited points out, a member who was 
allowed to “hitch on” his resolution 
to one put forward by the requisi- 
tionists would be in the position of 
taking the benefit of the requisition- 
ists’ action without making any con- 
tribution to the burden assumed by 
them in acting as they had done. 


Enforcement of Illegal Contract 

An ordinance of the Government 
of India prohibited the taking out of 
British India of goods destined for 
any place in the Union of South 
Africa or which were intended to be 
taken to the Union, although destined 
for a place outside it. 

In an attempt to get around this, 
A and X made a contract (admitted 
to be governed by English law) by 
which X agreed to sell and deliver to 
Aa quantity of jute bags c.i.f. Genoa, 
both A and X knowing full well that 
the goods were to be shipped from 
India to Genoa, and to be made 
available there so that they might be 
resold to a South African buying 
agency in contravention of the Indian 
Government’s ordinance. 

That was the arrangement, but 
unfortunately for A and X and their 
ingenuity, things did not work out, 
as X did not deliver any jute bags 
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to A. A thereupon brought an action 
for damages for breach of contract, 
and the resultant litigation passed 
through the English High Court, 
then the Court of Appeal, and finally 
came to the House of Lords, where 
the proceedings are reported under 
the name of Regazzoni v. K. C. Sethia 
Ltd. in (1957) 3 All E.R. 286. 

By that time the numerous de- 
fences which X had set up had been 
reduced to one only. But this was 
enough to defeat A’s claim, for it 
was to the effect that the contract, 
if any, between A and X, was, to A’s 
knowledge, an illegal one, being 
aimed at the shipment of jute goods 
from India when their ultimate des- 
tination was South Africa; this was 
in breach of the law of India, and 
was, therefore, a contract which the 
English courts would not enforce. 
Once this defence was made out, of 
course, then X’s repudiation of the 
contract was justified, so that A’s 
action must fail. 

In affirming the decision of the 
Court of Appeal, the House of Lords 
held that A’s action could not be 
maintained. It was not a matter of 
an English court enforcing the laws 
of the Government of India—no 
English court will enforce the penal 
or revenue laws of another country 
at the suit of that country—but an 
entirely different one, namely, 
whether an English court would, in 
a suit between private individuals, 
enforce a contract which involved the 
doing in a friendly and foreign coun- 
try of an act which is illegal by, and 
violates, the law of that country. The 
answer was that it would not, and 
so A failed. 


Insufficient Memorandum in Writing 

If a contract of sale of land is to 
be enforceable by legal action there 
must be some note or memorandum 
in writing signed by the party to be 
charged or his agent. What consti- 
tutes a sufficient note or memoran- 
dum for this purpose was discussed 
in Timmins v. Moreland Street Pro- 
perty Co. (1957) 3 All E.R. 265, in 





which case also the court was not 
prepared to drive what one judge 
once called an ‘articulated lorry’— 
no ‘horse and cart’ for him—through 
the provisions of the Statute of 
Frauds. 

T, the plaintiff, and C, a director 
of the defendant company, orally 
agreed that T would sell and the 
company would buy a freehold pro- 
perty which was, as the defendant 
knew, subject to a long term lease. 
C then handed T a cheque, signed by 
C on behalf of the defendant com- 
pany, and which was drawn in favour 
of T’s solicitors, on which cheque T 
at C’s request wrote in the amount of 
the deposit, namely £3,900. T then 
prepared and gave to C a receipt 
reading, “Received of (the defend- 
ant) the sum of £3,900 as a deposit 
for the purchase of (the property) 
(freehold) which I agree to sell at 
£39,000”. 

This happened on 20 July. The 
following day the defendant stopped 
payment of the cheque and repudi- 
ated the contract, whereupon T sued 
for damages for breach of contract. 
The defendant set up lack of com- 
pliance with the Statute of Frauds. 
The trial judge held that the cheque 
and the receipt could be read to- 
gether so as to constitute a memor- 
andum signed on behalf of the de- 
fendant, but still found for the de- 
fendant on the ground that even so, 
the memorandum was insufficient, as 
it did not state that T’s freehold in- 
terest was subject to the lease. 

On appeal, the Court of Appeal 
dissented from this ground—the de- 
fendant company knew of the exist- 
ence of the lease, and that was 
enough—but went on to consider in 
detail whether the cheque and the 
receipt could properly be read to- 
gether and, if they could, whether the 
result was a sufficient note or mem- 
orandum in writing to satisfy the 
Statute. And it was held that the 
statute had not been satisfied. What 
Was necessary was something in 
writing signed on behalf of the de- 
fendant company ; the cheque was the 
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only document so signed, and as it 
contained no reference to any other 
document or to any transaction other 
than the order for payment which 
the cheque itself constituted, and 
which was not an order for payment 
to the plaintiff anyway—it was made 
payable to T’s solicitors—the cheque 
could not be read together with the 
receipt so as to constitute the neces- 
sary memorandum. Hence, and de. 
spite the fact that the Court of Ap 
peal in effect reversed the two find- 
ings of the trial judge, the appeal 
was dismissed, and the plaintiff's 
claim failed. 


Stay of Action Against Bankrupt 

Although the wording of s. 9 of 
the Bankruptcy Act 1914 (Eng.) 
dealing with the staying or otherwise 
of proceedings by or against a debtor 
who has been adjudicated bankrupt, 
is not quite the same as that of our 
s. 63, the decision in Pealisations In- 
dustrielles et Commerciales S.A. v. 
Loescher and Partners (1957) 3 All 
E.R. 241 may possess some compara- 
tive interest. 

The plaintiff had issued a writ 
against L for £4,000, damages for 
breach of contract. On the day be- 
fore the hearing of the action, 
though, L had been adjudicated bank- 
rupt on his own petition, and when 
the action came on for hearing the 
question arose whether the adjudica- 
tion order operated as an automatic 
stay of the action. In the case of a 
bankrupt plaintiff it does, but there 
was no authority as to the position 
in the case of a bankrupt defendant. 
However, as s. 9 of the Bankruptcy 
Act gave a discretion to stay pro- 
ceedings against a bankrupt at any 
time after the presentation of a peti- 
tion, both to the Bankruptcy court 
and to the court in which the pro 
ceedings are pending, Lynskey, J. 
decided that the adjudication order 
did not automatically stay proceed- 
ings against the defendant—that re 
quired a separate order. He, there 
sore, proceeded to hear the plaintiff's 
claim. 
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NEW CHEQUES ACT IN OPERATION 


IN ENGLAND 


Mr. G. D. McColl, an Australian 
now living in London where he is 
taking his examinations as a candi- 
date of the Australian Society of 
Accountants, has kindly supplied the 
following observations on the opera- 
tion of the new Cheques Act. His 
remarks are particularly interesting 
in regard to the effects of new legisla- 
tion on procedures in the light of the 
general move to stop issuing receipts 
for cheques. This was not the 
obvious intention of the authors of 
the Act, but it seems a most promis- 
ing consequence. His observations 
especially relate to the procedure 
adopted by the London Electricity 
Board (which has, incidentally, 
nearly two million consumers, so that 
no changes are made without con- 
siderable thought). Mr. McColl at 
time of writing was employed in the 
Board’s accounting department. 

Few businessmen in Britain can 
have envisaged the great alterations 
to accounting procedure that have 
already resulted from the promulga- 
tion of the Cheques Act of 1957. 
Most of them knew of the measure 
of course, and hoped to gain in- 
directly through savings which the 
bankers might make in not having to 
check millions of endorsements, as 
well as through the time which their 
own employees would save in not 
having to make the endorsements. 

Undoubtedly these were the 
savings envisaged by the sponsors of 
the Bill, but astute businessmen have 
seized on Section 3 of the Act to do 
away with the necessity of issuing 
receipts for cheque payments made 
to them. This section provides that 
an unendorsed cheque which appears 
to have been paid by the banker on 
whom it is drawn is evidence of the 
receipt by the payee of the sum pay- 
able by the cheque. 
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The procedure adopted by the Lon- 
don Electricity Board as a result of 
this section seems to be typical of 
what has happened since the Act 
came into force in October 1957. The 
Board immediately discontinued 
issuing receipts for cheques paid 
(unless, of course, the consumer 
specifically requested one), pointing 
out that this no longer appeared 
necessary under the provisions of the 
Act. Of course, for those remit- 
tances received through the post, it 
has been necessary to return the con- 
sumer’s invoices by letter, pointing 
out the reason for not forwarding a 
receipt. 

Once this procedure is generally 
accepted, it is hoped to encourage 
consumers to remit only a detachable 
part of their accounts with their 
cheques, thus obviating the necessity 
of returning their detailed state- 
ments, which they can file for their 
own accounting and audit purposes. 
Section 3 of the Act already provides 
that the paid cheque is evidence of 
receipt by the payer, so that the 
details of the account can be pro- 
duced to satisfy an auditor as to the 
nature of the payment. 


Eventually then, there seem to be 
several directions in which savings 
will be made, in addition to that 
resulting directly from non-endorse- 
ment of cheques. In businesses which 
use written receipts, there will, of 
course, be much time-saving by 
clerks; entry of cheques received 
directly into a suitable book from 
which the banking can be reconciled 
and posting to the debtors ledgers 
made, seems the most economical 
solution. In large businesses like the 
London Electricity Board, using 
machine accounting and mechanical 
tills, it should be necessary only to 
record the payment on the till roll, 





the detached part of the account 
returned with the cheque being 
retained for posting medium (this 
method is already being used with 
considerable success in the Board’s 
offices). 


The next saving will come from 
the elimination of paying stamp duty 
on the receipt (since, if none is 
issued, no duty is attracted). The 
last, and (possibly the most import- 
ant) economy will come when it is 
no longer necessary to return any 
statements or invoices through the 
post. In England, then, the saving 
will be 2d. for stamp duty and 2d. 
for postage on the receipt for each 
cheque sent through the post; to this 
must be added the time saved in 
endorsing the cheques, writing out 
hand receipts, and returning them to 
the consumer. There should also be 
considerable savings in stationery; 
the detachable part of accounts, to 
be used in sending cheques, should 
add little, if anything, to their cost 
and involve no extra expenditure in 


compilation with machine accounting 
(with electricity accounts, the name 
and address of the consumer, his 
account number and the amount of 
the account are all that are included). 


These changes may seem far- 
reaching and many accountants and 
businessmen will doubt their general 
acceptability. The Act does not men- 
tion receipts, and does not remove 
the responsibility of a person to 
issue one if so requested by the payee. 
In cases where cash and other instru- 
ments like postal orders are used for 
payment, no changes in procedure 
have been made. 


Considering the changes from an 
Australian point of view, it seems 
there are two obvious differences in 
procedure between the two countries. 
The most important seems to be that 
banks in England are not in the 
habit of issuing “bearer” cheques; 
nearly all are made “to order” and 
therefore required endorsement 


56 


before the new Act came into effect, 
This contrasts with the Australian 
system of issuing “bearer” cheques 
and suggesting that drawers should 
cross them, or make them not negoti- 
able; thus a great percentage of Aus- 
tralian cheques probably do not 
require endorsement anyway. This 
difference probably leads to the 
second one—that in England it seems 
customary practice for banks to 
return cheques to customers; my 
experience in Australia was the 
opposite (although this is far from 
a general rule). 


Even more so than in Britain, 
then, Australia would probably gain 
more from provisions similar to Sec- 
tion 3 in any Australian legislation, 
than from any direct savings from 
non-endorsement. There seems no 
doubt that the savings could be 
significant, and in this connection 
The Times, in an editorial on 17 
December, 1957, said:— 


“Provided the general public are pro- 
tected, nothing but good can be done to 
British business by the obvious saving in 
not sending out receipts. Administrative 
costs bear heavily, and their reduction 
means cheaper prices at home and more 
effective competition abroad. But the com 
venience of the consumer, too, must be con- 
sidered, and some firms have proved incon- 
siderate in this respect. If they send out 
duplicate statements of account, one can 
be kept on payment. This will tie up with 
the cheque in due course and thus provide 
a full and satisfactory record of the transac- 
tion. Alternatively firms can send out an 
account to be retained by the payer from 
which he can detach a payment slip on 
making his remittance and include it with 
the cheque. The relevant document with 
cheque attached will, on its return from 
the bank, then have the full effect of a 
receipt for all purposes including, for in- 
stance, claims for tax remission, and bo’ 
parties will be able to make up their 
accounts satisfactorily. Neither system 
produces any particular difficulties for ac- 
countants or auditors provided, at least, 
adequate steps are taken to ensure that 
cheques do not go astray. They might 
well be crossed ‘not negotiable, account 
payee only’ to ensure that they get into 
the right hands. It is difficult to see how 
either system or both, once the general 
public becomes used to them, can do any- 
thing but benefit British trade.” 
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ACCOUNTING IN THIS 
MANAGERIAL AGE 


The 1957 Arthur Capper Moore Memorial Lecture delivered 

by C. R. HICKING, F.A.S.A., F.C.1.S., a Past President 

of the Australian Society of Accountants, at the University 
of Adelaide, 12 September, 1957. 


NE of the most significant 

aspects of the expansion of com- 
merce and industry witnessed in the 
period of little more than a decade 
since the conclusion of World War II, 
is that this development was 
favoured by the existence of a seller’s 
market. Despite the impact of infla- 
tion and various forms of govern- 
mental control, it was comparatively 
easy to sell in a world of shortages. 
Consequently the emphasis was upon 
production rather than productivity, 
and to this end vast sums were 
expended on new buildings, plant and 
equipment. Additional capital and 
other forms of finance were readily 
forthcoming to cope with this expan- 
sion, and with profits flowing there 
was a tendency to overlook the 
importance of cost control. 


The picture has changed. Gradual 
satisfaction of the pent-up demand 
for consumer goods has brought in 
its train a revival of competition, and 
today the word “produce” has given 
place to “sell”. Australian industries 
are faced with the many problems 
inherent in a buyer’s market, and not 
the least of these is the prospect of 
an intensification of competition from 
overseas. Now the call is for pro- 
ductivity rather than production, and 
| although the future is faced with 
the determination and quiet con- 
fidence characteristic of the Aus- 
tralian way of life, one cannot deny 
that the years immediately ahead 
will severely test the skill and initia- 
tive of management, and will call 
for a high degree of co-operation on 
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the part of all associated with the 
administration of business enterprise. 
In recent years writers and lec- 
turers, both in Australia and over. 
seas have devoted a considerable 
amount of attention to the techniques 
that comprise what has come to be 
known as management accounting, 
and which is actually accounting for 
the purpose of management. Thus I 
feel that I am justified in assuming 
that you are familiar with the 
mechanics of the techniques that 
come. within this category, and that 
I can concentrate my attention upon 
their effective use as tools of manage- 
ment. No one spoke truer words than 
Ashley Forster when he said:— 
“We have all gathered a good working 
knowledge of business administration. 
We have ali gathered a considerable 
stock of accounting theory, and a 
familiarity with accounting principles, 
procedures and practices. All that dies 
on the vine unless we produce end 
results which serve a useful and con- 
structive purpose.”(1) 
Theorising in an ivory tower, or 
acting in the capacity of score- 
keeper will gain few marks for the 
accountant in the eyes of manage- 
ment. It is his contribution towards 
the final result that determines his 
effective value. 


Management—Its Development and 
Importance 


Broadly speaking the evolution of 
management as a business function 
may be regarded as a sequel to the 
(1) Ashley Forster, F.C.1.S., F.C.A. (Aust.)— 

‘Nature and Scope of Interna] Control’’, 


The Australian Accountant, November 
1954, p. 462. 
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introduction and growth of the joint 
stock company. Over the years trans- 
fer of ownership from the individual 
to the corporation became more 
general. For a variety of reasons 
companies themselves amalgamated 
with others having similar interests, 
commercial and industrial under- 
takings thus grew in size, and in the 
process of these developments direc- 
tors were forced to delegate more. 
So the power and influence of man- 
agement increased to such an extent 
that today the emphasis is on man- 
agement rather than ownership. 


Whilst policy stems from the board 
room, management supplies the 
drive and initiative necessary for its 
successful implementation, and in- 
deed in actual practice is often the 
author of policy. How good is the 
management? This is one of the 
first questions asked by the potential 
investor, the banker and others con- 
templating financial transactions 
with a particular business. In the 
field of industrial relations we .now 
refer to management and labour 
instead of capital and labour as 
previously. In fact management, with 
its power of direction over money, 
men and merchandise, is now estab- 
lished as an institution of major 
importance that exerts a tremendous 
influence upon the health of our 
economy. Peter Drucker describes 
management as “the organ of society 
specifically charged with making 
resources productive, that is with the 
responsibility for organised economic 
advance” and goes on to add “it is 
in fact indispensable, and _ this 
explains why once begotten it grew 
so fast and with so little opposi- 
tion.” (2) 

We are living in a managerial age, 
an era in which so much depends 
upon the initiative and competence 
of the men who exercise the func- 
tions of management. Their respon- 
sibility is two-fold in character, on 
the one hand domestic in relation to 





(2) Peter Drucker “The Practice of Manage- 
ment’’, Dp. 
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the success of the enterprises with 
which they are associated, and on the 
other hand they have an obligation 
to the community in general which 
we may term their social respon- 
sibility. As Drucker appropriately 
states “It [management] must suc- 
ceed in harmonising public and 
private interests by making what is 
the. common good coincide with its 
own self interest.” (3) 


Whilst one must not minimise 
management’s social responsibility, 
it cannot be disclaimed that the 
primary purpose of business enter- 
prise is to make profits; indeed this 
is in fact the means of enabling 
management to discharge its obliga- 
tions to society. As Dr. Harman, 
general manager of the Colonial 
Sugar Refining Co. Ltd., wrote 
“Achievement rather than knowledge 
remains the test in business.” (4) So 
it becomes management’s respon- 
sibility to direct and employ capital 
and labour, and to use all its skill 
and resources in such qa manner as 
will produce a maximum return to 
ownership, To attain this objective 
management must plan, organise and 
control, and it is in these spheres 
that accounting is one of the most 
important tools available for use by 
all levels of management. 


The Accounting Function 


The history of accounting from the 
time when Luca Paciolo first pub 
lished his treatise on bookkeeping 
towards the end of the 15th Century, 
is well-known and thus I need not 
traverse the developments that have 
taken place over the years, beyond 
pointing out that the evolution of 
this science of accounting has moved 
in parallel with the progress of com- 
merce and industry and the require 
ments of governments. The change 
in the pattern of proprietorship from 
personal to corporate ownership, the 
impact of two major wars and 





(3) Ibid (2). 
(4) Dr. R. W. Harman, ‘“‘South Pacific Enter- 


prise’, The Colonial Su Refining Com- 
pany Limited, 1956, p. 24. 
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increasing intrusion by governments 
into the affairs of business were the 
main factors that contributed to the 
growing importance and widening 
responsibilities of the accountancy 
profession. 


Accounting, described by a 
prominent Canadian accountant as 
“the basic language of the world of 
business, and the only language in 
which something significant can be 
said about all business activities,” (5) 
today serves a dual purpose. Not only 
is it the means whereby the results 
of business operations are recorded 
and interpreted, but it is a powerful 
instrument for use by management 
in planning and controlling the 
implementation of pre-determined 
objectives. The recording function is 
generally referred to as financial 
accounting, and the second function, 
being related to the needs of manage- 
ment, is usually described as manage- 
ment accounting; although from time 
to time various writers have embel- 
lished this function by the use of 
adjectives such as “predictive”, “con- 
structive” and “objective” thus 
adding an unnecessary atmosphere of 
mystery to what is basically the 
application of the whole field of 
accounting techniques to the manage- 
ment task. 


In a paper delivered in Australia 
in 1955 Professor William J. Vatter 
suggested that the main function of 
accounting today is to serve manage- 
ment. He said:— 


“However useful and important may be 
the financial reporting function for the 
enterprise as a whole, from the viewpoint 
of _creditors, shareholders or owners, 
social control agencies and governments, 
the preparation of conventional state- 
ments is really a secondary function to 
the basic task of accounting which is to 
facilitate management.” (6) 


With all due respect to this expres- 
sion of opinion by the eminent 


(5) Lorn McLean, C.A. “Boundaries of the 
Profession’’ reproduced in ‘‘The Australian 
Accountant’’, October 1953, pp. 483-6. 

(6) Professor Wm. J. Vatter, Ph.D., C.P.A. 
Accounting for Ma’ ement’’, “The Aus- 

ovember 1955, pp. 





tralian Accountant’, 
461-2. 
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professor, I cannot wholly accept 
this view, it being my belief that 
both aspects of the accounting func- 
tion are equally important, indeed 
they are complimentary. We still 
cannot ignore the significance of the 
balance sheet and the profit and loss 
account as a source of information to 
shareholders, financial institutions, 
governments and employees, despite 
the fact that we still cling to the 
theory of historical costs as a basis 
for the preparation of these state- 
ments. 


The difference between the product 
of the accountant’s recording func- 
tion and what can be termed his 
“control function” may be likened to 
the difference between a still photo- 
graph and a motion picture. The 
balance sheet is a snapshot of the 
business, although some examples 
that we see today would be better 
described as coloured transparencies, 
whilst the figures and reports sub- 
mitted for the guidance of manage- 
ment are the motion pictures. They 
reflect the movements that take place 
in the day to day operations of a 
business, and provide a means of 
enabling management to exercise 
that measure of control which is 
essential to sound administration. 


However important accounting 
may be in relation to management, 
and it is very important, we must 
realise that it is not and cannot be a 
substitute for the judgment of those 
responsible for economical perfor- 
mance, to wit, management. It does 
not provide a panacea for the ills of 
the business community, it is not 
an end in itself but a valuable means 
to an end when effectively used by 
management. Accounting cannot 
provide management with all the 
information required for the purpose 
of making decisions. It does not 
claim to do this. I mention this 
specifically because of suggestions 
made from time to time that account- 
ants sometimes display a tendency to 
usurp the functions of management; 
for example R. J. Chambers, 
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Associate Professor of Accounting in 
the University of Sydney, in a Com- 
monwealth Institute of Accountants 
Annual Research Lecture delivered 
in 1950, referring to the use of the 
term “management accounting” 
said :— 

“The last twenty years have seen the 
growth of a much livelier interest in the 
formal study of management and man- 
agement processes than had been evident 
before that time. This new body of ideas, 
as in the origins of economic theory and 
accounting theory, was, and still is, poorly 
defined; and like many new subjects, it 
is attracting much attention, by reason 
of its novelty, from technologists of all 
kinds. Among these technologists there 
appear to be some accountants who have 
been infected by the virus; both local 
and overseas writers appear to want to 
dignify one or another accounting 
specialty with the epithets ‘management’ 
and ‘managerial’, Unless the relation- 
ship between management and account- 
ing is clearly understood, such a step 
will only result in further confusing the 
already confused and fuzzy theory of 
accounting. It savours of an attempt by 
accountants to dominate non-accounting 
operations by making rules and setting 
accounting standards which convey the 
impression of technical imperialism. But 
it is the part of wisdom for the account- 
ant to stick to his last—or should I say 
to his ledger—even if it were not at the 
same time of great practical value in 
the management of business.”(7) 


I could not disagree more with these 
observations. That accountants as a 
class have no desire to dominate 
management may be best demon- 
strated by the following oft-quoted 
definition: “Management account- 
ancy is the presentation of account- 
ing information in such a way as to 
assist management in the creation 
of policy and in the day to day opera- 
tion of an undertaking”’.(8) The 
emphasis is upon the word “assist”. 
However, the adoption of the title 
“controller” to designate the chief 
accounting executive of an organisa- 
tion is apt to create misunderstand- 





(7) Associate Professor R. J. Chambers, 
“Accounting and Financial Management’”’, 
“The Australian Accountant’’, September 
1950, p. 342 


(8) “‘Productivity Report on Management 
Accounting’’—Anglo-American Council on 
Productivity, November 1950, p. VIII. 
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ings, unless the functions of such 
officer are clearly defined. Lawrence 
W. Robson recently put the account. 
ant’s position in relation to control 
very.well when he said:— 

“Real control is achieved by the diree- 
tor or executive who takes some action 
and it would probably be agreed by most 
people that it would not be expected that 
executive action should be taken by the 
accountant; the control he exercises is 
not that of the man who pulls the levers, 
but that of the man who watches the 
indicator dials and reports any abnormal 
readings.” (9) 

The functions of the modem 
accountant were appropriately stated 
for us by Mr. T. A. Hiley in his out- 
standing paper on “The Responsibili- 
ties of Accountants” given at the 
Australian Congress in 1949, which 
concluded with the following 
words :— 

“And so we leave our accountant of 
1949, no longer regarding his duty purely 
in the light of history, but having an 
equal regard for prophecy; no longer 
narrowly owing his duty to a proprietor, 
but recognising an infinitely wider obliga- 
tion to the public at large, to creditors, 
to bankers, to Governments, to industrial 
organisations; no longer merely a keeper 
of books, but a planner of enterprise— 
no longer with a vague responsibility to 
a few, but a very pointed responsibility to 
the many.” (10) 

It is this conception of the account 
ing function that must be instilled 
into the minds of accountants and 
management alike. 


Management’s Evaluation of 

Accounting 

Proceeding from the broad outline 
that I have given of the respective 
responsibilities of management 
accounting, I now turn to an import 
ant aspect of the relationship 
between these two functions, and 
that is management’s evaluation of 
accounting. Where does the account 
ant stand with management? 





(9) Laurence W. Robson, F.C.A., F.C.W.A, 
“A 


Director’s View in Management 
Accounting”, “The Accountant” May 1951, 
P. 1. 
(10) T, A. Hiley, F.C.A.(Aust.), “Widening 
Responsibilities of Accountants”, Proceed: 
ings of the Australian Congress, p. 228. 
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difficult question to answer by means 
of a general statement because of 
the variations that exist in the 
standards and types of management 
and of accounting. The enlightened 
manager, particularly if he has 
graduated from the accounting side 
of the business, and I think I may 
be pardoned for suggesting that there 
should be more within this category, 
should obviously have a different 
outlook to one who clings, often in 
ignorance, to the outmoded and 
erroneous idea that accounting con- 
sists of the routine work of keeping 
cash books and ledgers, paying 
wages, etc. and satisfying the 
requirements of the tax gatherer; 
that it is an unproductive burden and 
just a necessary evil. 


Although one could perhaps expect 
to find some evidence of this view- 
point amongst the lower levels of 
management, it is rather surprising 
to note that even in the higher ranks 
we find managers possessing earlier 
training in the engineering and 
scientific fields, with their mathe- 
matical background, who exhibit a 
considerable degree of misunder- 
standing of the functions of account- 
ing. Then we have the manager who 
has risen from the merchandising 
side of the business and who, not 
unnaturally, believes that sales mean 
everything and that accounting is 
merely a means of recording and 
“brings no grist to the mill”, The 
best technician or the best salesman 
does not always make the best 
manager. On the other hand many 
accountants have become successful 
top managers. These men have 
cultivated the operating point of 
view, and have learned the art of 
planning, organising and controlling, 
the reny essence of good manage- 
ment. 


If accounting is to operate as an 
effective force in business administra- 
tion, as I believe it should, something 
must be done to eradicate the mis- 
understandings that presently exist 
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as to its functions and place as an 
aid to management at all levels. At 
the same time accountants them- 
selves might well engage in self- 
examination with a view to finding 
out whether they too must accept 
some responsibility for any lack of 
appreciation that management may 
exhibit as to the usefulness of 
accounting information. Such a 
catechism might well include ques- 
tions such as the following :— 

Do accountants always provide the data 

management needs? 
Do they confuse non-accounting execu- 


tives by an overwhelming use of tech- 
nical terms that are not understood? 


Are accounting reports always prepared 
in a manner that allows for ready 
assimilation of the facts and figures 
they contain? 

And, what is most important, are the 
conclusions to be drawn from such 
reports clearly stated? 

Always remember that management 
has no particular interest in the 
internal processes of accounting. It 
wants facts—it wants to know why 
things happen and wants to know 
quickly, for today time is money, big 
money. 

Unfortunately in Australia most 
of the educational work in relation to 
management accounting has been of 
a domestic character in that lectures 
and papers on this subject are usually 
presented to audiences consisting 
mainly of accountants, whilst those 
pertaining to the functions and res- 
ponsibilities of management are sub- 
mitted for the edification of manage- 
ment personnel. There is an urgent 
need for cross-fertilisation of know- 
ledge. The accountant must learn 
more about management and its 
needs and_ responsibilities, and 
management must obtain a fuller 
understanding of how accountants 
can contribute towards the success- 
ful discharge of management’s 
obligations. 

At this stage I make brief refer- 
ence to accounting terminology. 
When an accountant talks of flexible 
budgets, variances, accounts payable 
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or receivable, fixed costs, profit 
margins, indirect overhead, etc. does 
management always understand the 
meaning of these terms? Whilst 
there are many within the ranks of 
management who possess a real 
appreciation of such terms, to many 
others the language of accounting is 
a foreign tongue. Perhaps there is 
a good reason for this state of affairs, 
for is it not high time that account- 
ants themselves did something con- 
crete about standardisation of ter- 
minology? How can they expect non- 
accountants to understand account- 
ing language when so many different 
terms are employed to denote the 
same thing? 

Accountants as a class are often 
charged with failing to appreciate 
the operating point of view, and not 
without some justification. That I 
am not alone in supporting this view 
is indicated by some remarks made 
by Professor Vatter during his visit 
to Australia, when he said:— 

“The thinking of many accountants is 
too closely geared to the double entry 
mechanism, and there are too many 
accountants who believe that financial 
data may be classified, tabulated and 
presented in only a narrowly defined pat- 
tern of single truth.”(11) 

Accounting is supposed to be a prac- 
tical science, but it will not continue 
to be accepted as such unless those 
who follow this calling demonstrate 
this fact by word and deed. The 
accountant must view the figures 
that he produces as reflections of 
things that happen. He must look 
behind these figures for causes and 
effects, and in doing so have an 
appreciation of the viewpoint of the 
operational executives, In fact there 
must be a meeting of the mind 
between the accountant and those 
responsible for the activities of all 
sections of business. E. A. Gilbert, 
speaking at an International Con- 
gress on Accounting gave account- 
ants some sound advice by saying:— 





(11) Ibid (6), pp. 461-2. 
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“Let them take their eyes from their 
text books, schedules and calculating 
machines, get on their feet and walk 
into the factory where they will meet 
the dominant factor to which I have 
referred, the people. Then let them talk 
to the people and get their point of view, 
reply in plain language, call cotton waste 
‘cotton waste’ and not a ‘semi-variable 
expense’ ”(12) 


The accountant must think objec- 
tively, refrain from dogmatising and 
exhibit breadth of vision. I cannot 
stress this point too strongly for a 
combination of these characteristics 
will go a long way towards creating 
a greater appreciation of the worth 
of his services in the eyes of manage- 
ment. In an article published in “Cost 
and Management” an American 
management consultaut, R. R. 
Renner, records the following inter- 
esting illustration of the value of the 
operating point of view:— 


“In one of his departmental visits an 
accountant stopped to watch a particular 
operation, when the foreman of the de- 
partment commented that the operator 
was the fastest of the group, and al- 
though this operator was the one assigned 
to train all new ones, none seemed to ever 
attain her proficiency and speed. 

The accountant stopped to watch a few 
of the others. He then asked why the 
operation was being done with the left 
hand rather than the right hand, and 
remarked that it seemed to be an awk- 
ward and slow way of doing it. The off- 
hand reply was that it did not make any 
difference anyway since the best operator, 
previously referred to, did it left-hand- 
edly. The accountant then asked her 
why she did, and received the surprising 
reply from her that she was naturally 
left handed. As was to be expected cor- 
rective changes were put into effect. 

Here was a case where some degree of 
higher unit cost was being incurred until 
an accountant happened to observe and 
ask a question. Unless the accountant 
had employed the technique of personal 
contact he would never have had the 
chance to ask the question which brought 
about a change in the training methods 
for the particular operation in the case. 
Here is also illustrated the idea of an 
operating point of view. Unless the 
accountant had subconsciously analysed 





(12) A. E. F. Gilbert, ‘“‘The Accountant in 
Industry’’"—Report of Proceedings at Sixth 
me > yeep Congress on Accounting, 
D. : 
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the motions he would not have realised 
that one motion was an unnatural one 
in relation to the other. Unless the 
accountant had accustomed himself to 
observing production operations, what the 
worker was doing would have had little 
or no significance to him.”(13) 

With this story of the observant 
accountant I move on to some 
remarks about management account- 
ing techniques. 


Management Accounting Techniques 
—Budgets 


I would like to comment on the 
importance of budgets and control 
reports, for I believe that these aids 
to management could be used to 
greater advantage in Australia, par- 
ticularly in the light of present-day 
conditions, the transition from a 
seller’s to a buyer’s market. 


Management is entrusted with the 
responsibility of earning a profit that 
will provide an adequate return to 
proprietorship on the funds invested 
in the enterprise. It is therefore 
surprising to find that even in this 
supposedly enlightened age those 
responsible for the administration of 
many quite substantial organisations 
endeavour to carry out their jobs by 
the use of intuitive or rule-of-thumb 
methods. When goods are in short 
supply management of this type may 
get by for a while, but when the cold 
blast of competition is felt, the need 
for intelligent planning and control 
in every phase of business operations 
is clearly apparent. There is no place 
in the commercial world today for 
management by rule-of-thumb, and 
this applies to all business organisa- 
tions, large or small, corporate or 
personal. 


Is it that management of the type 
I have mentioned does not under- 
stand or does not want to understand 
and appreciate the value of budgetary 
control for example, or is there a 
failure on the part of the accountants 


(13) R. R. Renner, ‘“‘The Value of an Operatin 
Point of View to Industrial Accountants” 
em aie rs Management’’ December 1952, 
Pp. -20. 
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concerned to comprehend manage- 
ment’s needs? I feel that in many 
instances these questions could be 
answered in the affirmative. The 
remedy for the correction of this 
state of affairs is for accountants to 
do some down-to-earth selling of their 
wares, their services to manage- 
ment. This is not an easy matter 
because the accountant is a notor- 
iously poor salesman and it is 
infinitely more difficult to sell a 
service than to sell merchandise. 
People are apt to be more sceptical 
about the value of a service than of 
merchandise, because they can see 
and handle the latter whilst a service 
must be taken on trust. This brings 
me back to my earlier remarks about 
the necessity for cross-fertilisation 
of knowledge. 


In one of his many stimulating 
articles on management accounting, 
Ian T. Morrow describes a budget as 
“the crystallisation of a great many 
hopes and decisions, which becomes 
the operating manual for manage- 
ment”’.(14) The important words 
used in this quotation are “hopes”, 
“decisions” and “operating”. A hope 
is defined in a well-known dictionary 
as “a desire with an expectation of 
obtaining what is desired, or a belief 
that it is obtainable”. Mark you it 
is not a guess. The hopes of a busi- 
ness must be assessed as accurately 
as possible in the light of numerous 
factors such as market potential, 
cost of production, competitors’ 
prices, distribution costs, cash 
resources, etc. and the decisions 
emanate from a balanced considera- 
tion of this assessment and become 
the foundation upon which the 
budgets for each division and func- 
tion of the business are established 
and finally co-ordinated in the 
operating or master budget. These 
budgets become the _ standards 
against which performance is 





(14) Ian T. Morrow, C.A., F.C.W.A., “The 
Effective Use of Management rome 
“The Accountant’’, January 1956, p. 62. 
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measured by means of appropriate 
control reports. May I mention some 
of the salient points that should be 
observed, and the pitfalls which 
should be avoided in the preparation 
of budgets :— 


Be realistic and not over-optimistic— 
for instance remember that undue 
optimism in a sales budget is apt to 
lead to a high level of expense plan- 
ning. 

The responsible executives should parti- 
cipate in the preparation of the budgets 
for their respective departments. 
Nothing: is more discouraging to an 
executive than to be presented with a 
budget prepared by someone else who 
lacks an intimate knowledge of the par- 
ticular sphere of operations to which 
the budget relates. 

The danger of relying too much upon 
past figures, without taking due notice 
of current events and future trends, 
such as the activities of competitors, 
seasonal influences, variations in the 
business cycle, the impact of new 
methods of production and distribu- 
tion, and the effect of external factors 
such as import controls. 

The importance of flexibility which im- 
plies revision of the budget throughout 
the period in accordance with changing 
conditions. 

These comments are sufficient to 
show that the preparation of a 
budget is a complicated process 
requiring the fullest possible co- 
operation between the accountant 
and all levels of management. A 
budget is actually a plan for action, 
and planning has been appropriately 
stated by one of the overseas writers 
as “the thinking process, the 
organised foresight, the vision based 
on fact and experience that is 
required for intelligent action’’.(15) 
Indeed George B. Galloway’s defini- 
tion is even more to the point. He 
calls it “organised foresight plus 
corrective hindsight’’. (16) 


Before concluding my remarks on 
budgets, I want to emphasise the 
importance of the capital expenditure 





(15) Professor H. Russell Beatty—Revised Edi- 
tion (1951) of Professor L. P. Alford’s work 
“Principles of Industrial Management’’, 

p. 93. 


(16) George B 


5 Galloway—'‘Planning for 
America’ 1941, pp. 5-6. 
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budget, particularly in a period of 
financial stringency when main- 
tenance of a balanced relationship 
between fixed assets and liquid funds 
is so essential to the continued well- 
being of a business. Recent years 
are not without evidence of instances 
where management has become 
expansion happy without due regard 
to the repercussions emanating from 
heavy capital expenditure. 


Control Reports 


Having formulated a plan calcu- 
lated to produce a profit that will 
represent an adequate return on the 
funds employed, management is 
faced with the need to measure the 
progress made towards attainment 
of this objective. A budget that is 
put away in a filing cabinet and 
brought out at the end of the finan- 
cial period is practically useless. 
Performance must be constantly 
measured throughout the year. In 
the small business of the owner- 
manager type, this problem of 
measuring and controlling perform- 
ance usually does not present any 
great difficulty. As a rule personal 
supervision of all sections of the 
business is possible, and an intimate 
knowledge of processes and proce- 
dures can readily detect any adverse 
movements. However, as a business 
grows in size and complexity, s0 
management must rely more and 
more upon reports as a means of 
control. It becomes physically impos- 
sible to exercise personal supervision 
over the various activities of the 
organisation, and thus establishment 
of an efficient reporting system be- 
comes essential. It is in this field 
that the accountant can be most 
helpful to management. 


The manner in which the account- 
ant carries out what may be termed 
the reporting function has an import- 
ant bearing upon the effectiveness of 
accounting as an aid to management. 
Obviously the report structure varies 
according to the nature of the busi- 
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ness—and I feel that a few observa- 
tions on some of the principles that 
should be observed in presentation 
will not be out of place, for I believe 
that accountants in general have not 
yet mastered the art of effective 
internal reporting. 


The primary function of an 
accounting report should be its use 
as a basis for action. The collection 
and accurate recording of informa- 
tion is not a difficult process in itself, 
but unless the implications flowing 
from the facts and figures presented 
are clearly understood by the 
recipient the value of the report as 
an instrument of management is 
negatived. Weakness in presentation 
may be responsible for corrective 
action being delayed or even com- 
pletely neglected. In such circum- 
stances the report has lost its objec- 
tive value. Its preparation has 
merely provided academic exercise 
for the accountant, and the time 
spent in compilation represents an 
economic waste. 


In preparing reports the account- 
ant should be careful to consider his 
audience which may comprise top 
management or the lower levels of 
management. Accordingly he should 
express himself clearly and forth- 
rightly in terms that can easily be 
understood by those to whom he is 
reporting. Thus it is desirable to 
avoid the over-use of technical 
accounting terminology, a situation 
rendered even more difficult by the 
profession’s use of varying terms to 
describe the same thing. For example 
the accountant uses the term “sundry 
debtors” and likewise “accounts 
receivable” to denote money owing to 
a business, “sundry creditors” as 
well as “accounts payable” to indicate 
money owing by a business. Some 
use the term “stock” whilst others 
prefer “inventory”. As I said earlier 
it is time we did something concrete 
about the standardisation of termin- 
ology. 
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Reports should contain only 
essential facts of interest to the 
recipient. Unfortunately some ac- 
countants have a tendency to go from 
one extreme to another; the old con- 
cept of providing only historical 
figures giving place to masses of 
statistics which leave the reader 
bemused, and for this reason prone 
to discount the value of accounting 
services in general. Remember there 
is such a thing as giving people men- 
tal indigestion. An accounting report 
should be a basis for action, and the 
action must not be delayed, particu- 
larly today when trade and economic 
conditions are subject to rapid 
change, and management is con- 
tinuously required to make immediate 
decisions. The information which is 
one of the bases for determination of 
the course of action to be taken must 
be readily available, now, so I stress 
the importance of timeliness in the 
preparation of internal reports for 
use by management. 


Accounting is regarded as an exact 
science, and I use the word science 
in a broad sense, realising that some 
may contend that it is an art and not 
a science. Unfortunately many 
accountants find it difficult to con- 
template the use of any element of 
approximation in the production of 
information. This means that the 
traditional passion for extreme 
accuracy and verification of every 
figure often spells delay in the sub- 
mission of the required details. The 
accountants are familiar with the 
elusive purchase invoice often 
delayed through the inefficiency of a 
supplier’s own accounting system, 
or resting on the desk of a non- 
accountant staff member who does 
not appreciate the volume of un- 
productive time spent by an account- 
ing staff in chasing documents. It 
is far better for management to have 
information that contains some 
degree of approximation in time for 
action, rather than be forced to run 
the greater risk of loss through delay 
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occasioned by waiting for figures to 
be completely verified. — Today 
management has to move quickly in 
making decisions, and often has to 
take risks. As one of our leading 
industrialists, Dr. Harman, said:— 
“Businessmen cannot afford to try to 
be right in every respect every time. 
Too conscious a concern in that regard 
would mean delays which are the enemy 
of action, and too little would get done. 
One of their functions is to take risks, 
calculated risks. Their art is to be right 
most of the time, wrong seldom and 
where it least matters.”(17) 
I am sure that this admirable state- 
ment needs no elaboration on my 
part. 


The establishment of a suitable and 
effective report structure is a major 
task which should be undertaken by 
top management in conjunction with 
its senior executives; and with regard 
to budgets already set up by the same 
team. Once developed this report 
structure becomes the yardstick for 
common acceptance and use by all of 
the management group for the 
measurement of performance in 


every section of the business, It is 
desirable that the report structure 
be overhauled at regular intervals. 
There is always a latent danger of 
management, and the accountant too, 
becoming report happy, a situation 
which could be accentuated with the 


introduction of data processing 
equipment which will generate so 
much more information so quickly, 
and management will thus run an 
even greater risk of contracting 
mental indigestion. To illustrate the 
desirability of a regular examination 
of the report structure, I recount an 
example mentioned in an N.A.C.A. 
Bulletin (18). Investigation of the 
report structure of a certain com- 
pany revealed that the president was 
found to be receiving 125 different 
reports, five of which reached him 





(17) Ibid (4), p. 255. 

(18) Richard F. Neuschel—‘‘Was Your Report 
Structure Built or Did it Happen?’’ 
ae Bulletin, November 1956— tio. 
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daily, 18 weekly, 54 monthly, 26 
quarterly and 22 annually. Con- 
sidering the frequency with which 
each of these reports was issued, he 
received on the average something 
over 250 issues of reports each 
month. This meant that if he spent 
fifteen minutes on each one, some- 
thing like half his time would be 
absorbed in this activity alone. 
Imagine the waste of top manage- 
ment time, quite apart from the cost 
of producing many unnecessary 
reports. Yes, a continuous review of 
the report structure is essential in 
the light of factors such as the 
following :— 

Are the reports too detailed? 

Are they submitted too frequently? 


Does their value warrant the cost in- 
volved in preparation? 


Is the manner of presentation conducive 
to ready assimilation of the facts. 
Lastly, and this is a factor of the 
greatest importance, are they being 
used effectively? Finally on this 
point, experience shows that a mass 
of figures can be an irritant to 
managers, hence the desirable ten- 
dency towards adopting the principle 
of exceptions in the preparation of 
control reports, for management is 
more concerned with what is not 
going according to plan than with 
= is proceeding in the right direc- 

on. 


Cost Reduction 


In many manufacturing industries 
transition from a seller’s to a 
buyer’s market means that manage 
ment is now faced with the problem 
of maintaining sales at a level con- 
sistent with the productive capacity. 
of plant and equipment installed in 
the lush years at a high capital cost. 
The need to reduce costs is apparent. 
The word “productivity”, the ability 
to produce economically, is in almost 
constant use. Governments beseech 
businessmen to do something to get 
costs down, but conveniently ignore 
the importance of setting a good 
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example in the conduct of their own 
administrations. Nevertheless leaders 
jin commerce and industry have 
accepted the challenge, and lose no 
opportunity to impress upon manage- 
ment the importance of cost control. 


Whilst the matter of production 
costs is the particular province of 
those engaged in manufacturing, 
there are other costs common to prac- 
tically every business, and I refer 
now to those associated with distri- 
bution and administration. In the 
past many managers and accountants 
have been inclined to think of cost 
control mainly in relation to pro- 
duction, and consequently insufficient 
attention has been given to those 
other areas of cost. When a free 
seller’s market, untrammelled by 
price control, prevails the problem of 
recovering distribution and admini- 
stration expenses does not create 
any great difficulty, but when the 
pendulum swings the other way, the 
effect of these burdens becomes a 
factor of some considerable concern 
to management. Although figures 
will naturally vary according to com- 
modities and methods of distribution 
adopted, an analysis of cost struc- 
tures in Australia would reveal a sur- 
prisingly high proportion of final 
retail selling prices attributable to 
distribution costs. In many instances 
the proportion would be much 
greater than the basic cost of pro- 
duction. It is interesting to note 
that this matter was referred to by 
Mr. Norman Routley, president of 
the Australian Institute of Manage- 
ment, Sydney Division, at a confer- 
ence of retail executives in New 
South Wales in July, 1957. During 
his remarks he pointed out that, 
arising from the visit of the Anglo- 
American Productivity Team _ to 
Europe after World War II, pro- 
ductivity centres were established in 
nineteen European sectors, and in a 
pamphlet entitled “Productivity in 
the Distributive Trade in Europe” 
it was stated that 35 to 50% (depend- 
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ing upon the country) of the retail 
price of goods is in distribution costs. 


Here is a field in which the 
accountant can make a valuable con- 
tribution by investigation of matters 
such as:— 

How big should an order be to justify 

delivery? 

Is it costing too much to sell in certain 
territories ? 

Should branch warehouses be established ? 

Is it profitable to give credit to small 
customers? 

Would it be cheaper to distribute through 
wholesalers ? 

Can money be saved by “trading in” 
motor vehicles after a stated period 
or a pre-determined mileage? 

Can a better stock turn be obtained, and 
so reduce charges such as interest, in- 
surance and the risk of loss through 
depreciation in quality or obsolescence? 

Is the advertising expense yielding a 
compensating return? 

These are but 4 few examples of 
avenues of investigations that come 
to mind out of my own experience. 
Management can use information 
such as this to advantage, particu- 
larly so in a competitive economy. 


There may be some accountants 
who may say “Yes, I have drawn 
management’s attention to matters 
such as these, and I am just brushed 
aside and told that it is not my job— 
I am meddling in something outside 
the province of the accounting work.” 
Where such circumstances prevail it 
is far better for the accountant con- 
cerned to find himself another posi- 
tion where he may be given the 
opportunity of helping management. 


The accountant should not wait to 
be asked to supply information for 
control purposes. It is his job to 
think objectively and supply any data 
that he considers may be useful. He 
must not think of figures as being 
merely figures, he should regard 
them as reflections of the activities 
of every department of the business. 
To do this successfully he must be 
in close touch with every section of 
the organisation. He must be in 
effect a businessman and not a 
theorist ensconsed in an ivory tower 





playing around with figures and, per- 
haps, producing results that are 
hopelessly out-of-date so far as their 
value to management is concerned. 
G. T. Rae, a South African account- 
ant, summed up the situation when 
he said :— 

“Many accountants are not sufficiently 
alive to the necessity for being at all 
times ultimately businessmen. They have 
such a privileged position in an organisa- 
tion controlling the clearing house of all 
facts relating to the changing tenor of 
the business, that they should be able to 
establish themselves, not as the function- 
aries to whom management comes to ask 
for information, but rather as the indi- 
viduals who distil from the mass of infor- 
mation available the vital salient facts 
which they know management must have. 
They are the people next after general 
management who can have a broad per- 
spective of the business, and they must 
resist at all times the temptation to do 
their routine work so well that they lose 
the opportunity of discharging the wider 
function.”(19) 

The accountant must be alive to 
the need to control the cost of 
administering his own department, 
for it is obviously poor psychology 
to criticise other sections of the busi- 
ness if the accounts department itself 
is vulnerable. 


Finally on this question of cost 
control as applied to distribution and 
administration, I believe that there 
is an urgent need for the exchange of 
statistical information between com- 
mercial and industrial organisations 
on a trade basis with a view to deter- 
mining standards, and thereafter 
devising ways and means of effecting 
economies in operating expenses. The 
Americans have gone a long way in 
this regard, but in Australia there 
appears to be a strange reluctance on 
the part of many organisations to 
exchange cost information, and few 
trade statistics of any value are 
readily available. There could be 
three reasons for this state of 
affairs :— 
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F.C.W.A.—“‘Accounting and 
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The fear of disclosing information to 
competitors. 

The absence of a uniform chart of ac- 
counts for use in particular classes of 
business, thus making it difficult to‘ 
supply information on a comparable 
basis. 

Inertia or complacency. It is refreshing 
to see that in one important section 
of business a move has been made; 
the Retail Traders’ Association of New 
South Wales having commenced a study 
of the operating costs in the larger 
department stores in Australia, and I 
understand that 33 stores in this cate- 
gory have submitted the relative data 
which is being collated by the Com- 
monwealth Bank. This is an example 
that could well be followed in many 
other trades, and which opens up a 
useful and interesting field of activity 
for the Society’s research committees. 


The Problem of the Smaller Business 


The health of our economy in 
general is a reflection cf the condition 
of business enterprise in the aggre- 
gate, and so it would be a mistake 
to think that because a business is 
comparatively small it has no need 
for the use of management account- 
ing. Small and medium-sized 
organisations are a_ distinctive 
feature of the structure of business 
in Australia, and although recent 
years have witnessed a trend towards 
amalgamations and take-overs, a 
movement likely to continue, there 
always will be a place in our economy 
for the smaller enterprise. 


Many of the failures of the past 
among the smaller organisations can 
be attributed to the lack of adequate 
accounting services. The business 
that is unable to afford the services 
of a full-time qualified accountant, 
skilled in the required techniques, 
suffers a serious handicap in com- 
parison with its competitors who 
have such service. For example 
through deficiencies in costing the 
business lacking an accountant may 
be selling too cheaply, a factor which 
not only limits its profits but may be 
responsible for losses, and it may 
react against stabilisation of the 
market for a particular commodity. 
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There is no doubt that inefficient 
organisations within an _ industry 
adversely react upon that particular 
industry as a whole. Who is to help 
these smaller businesses? Is it the 
general practitioner or is this to be 
a new field of specialisation in 
accounting? This question has been 
exercising the minds of accountants, 
both here and overseas, for some 
time. ‘ 

It was mentioned by Sir Alexander 
Fitzgerald at an International Con- 
gress on Accounting, and also by 
myself at the Convention of the New 
ay Society of Accountants in 


However, sound commercial ex- 
perience is an essential pre-requisite 
in the field of management account- 
ing, and for this reason it is 
suggested that the average account- 
ant in public practice, by reason of 
training and outlook is not well 


equipped to undertake this work. He 
is inclined to take a conservative 
approach and certainly enjoys little 


opportunity to cultivate the operating 
point of view, the importance of 
which I have already stressed earlier 
in my remarks. This view is con- 
firmed by a statement made by Ian 
T. Morrow, C.A., F.C.W.A., who is 
in public practice in England. Refer- 
ring to management accounting ser- 
vices, Mr. Morrow said :— 

“I have long held the view that such 
services should not be offered by prac- 
tising accountants, unless they and their 
staffs have had some executive experience 
in industry, and I was pleased to find 
on my trip to the States that many of 


the large firms of accountants have found 
—, that this was also necessary.” 


Quite recently the American Institute 
of Certified Public Accountants sub- 
mitted to its members for comment 
the tentative draft of a pamphlet 
entitled “A Classification of Manage- 
ment’s Services by C.P.A.’s”, and it 
is interesting to note some of the 





(20) Ibid (14), pp. 60-61. 
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replies received, and which are 
recorded in the Journal of Account- 
ancy, 1957, from which I quote. One 
member said :— 

“In my opinion the field of so-called 
management services presents great 
opportunity to accounting firms serving 
small and medium-sized business. How- 
ever, it is a line of work which, in my 
judgment, should be approached with 
caution by reason of the fact primarily 
that there are relatively few certified 
public accountants having the type of 
practical experience necessary to be of 
service in respect of varied business 
problems.” 

Here are the words of a _ second 
member :— 

“In numerous talks on management 
problems over the last seven years, I 
have continually emphasised the need for 
preparedness and the dangers of under- 
taking services one may not be qualified 
to perform.’’(21) 

There were other replies of a similar 
character. Today the tendency in all 
professions is towards specialisation, 
and one may visualise the advent of 
the management accountant in public 
practice who will come from the 
ranks of commerce and industry. 
Indeed some practitioners are already 
specialising in this field. 


Accounting and Changing Price 
Levels 


Since everything a business does 
is measured by the accountant in 
terms of money, it necessarily follows 
that if this yardstick expands or con- 
tracts the end result, quite apart 
from any other factors, is affected 
to the extent of this movement. In a 
period when price levels are more or 
less stable, such minor variations as 
might take place do not create any 
substantial problems, but it is an 
entirely different story when violent 
fluctuations occur. The degree of 
inflation that has developed in the 
post-war period has created doubts 
as to the value of accounting state- 





(21) A.LC.P.A. Research Department ‘‘Manage- 
ment Services by C.P.A.’s’’—The Journal 
of Accountancy, June 1957—pp. 42-47, 
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ments and reports based upon the 
concept of historical costs. 


Economists have claimed that 
accounts submitted on that basis do 
not provide a true and accurate 
picture, and they have suggested that 
the accountancy profession should 
consider abandonment of the histori- 
cal cost convention in favour of a 
more realistic method of computing 
profits, having regard to changing 
price levels. Some industrialists also 
have echoed these suggestions from 
time to time, and within the account- 
ancy profession itself there is a 
school of thought which supports 
these pleas for a revision of the 
existing convention. 


The issues involved, which to my 
way of thinking transcend far 
beyond the realms of accounting con- 
ventions, have received a great deal 
of consideration both overseas and in 
Australia. Official pronouncements 
on this subject have been issued by 
English and American Institutes, and 
these indicate that these bodies whilst 


recognising the limitations of the 
conventional method of using histori- 
cal costs as a basis for accounting, 
are not satisfied as to the suitability 
of the various alternative methods 
that have been advanced from time 
to time. 


Although the accountancy bodies in 
Australia and New Zealand have not 
issued any official statements on this 
question—a fact which has attracted 
comment in some quarters—indi- 
vidual members have studied the 
problem in some detail, and although 
they have not produced a solution 
that finds general acceptance within 
the profession itself, quite apart from 
other interests involved, it is hoped 
that this will not deter them from 
pursuing their research on this sub- 
ject. With the apparent diminishing 
severity of the inflationary trend, 
the clamour for a change in account- 
ing methods has died down, but no 
doubt another major upward move- 
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ment in price levels would rekindle 
embers that still smoulder. 


It is my view that accountants 
alone will not find a workable solu- 
tion to this problem. The accountant 
does not fix the value of money, and 
I believe that if a satisfactory method 
of accounting for changes in money 
values is to be evolved, it will come 
only by co-operation between govern- 
‘ments, accountants and economists. 
In the meantime I content myself 
with pointing out that we should be 
wary of using any new bases of 
accounting until such time as we are 
satisfied as to their practicability and 
their general acceptance by the 
varied interests that accounting 
serves. In other words “the devil 
you know is better than the devil 
you don’t know.” The historical cost 
basis is firmly established, and its 
imperfections are known and recog- 
nised. Let us therefore continue with 
this method of accounting until such 
time as we are sure that we have 
something better that will work in 
practice. I support this observation 
by quoting the words of three 
eminent accountants—Gilbert Shep- 
herd of England, says:— 

“Our greatest source of trouble in our 
relations with the economist is the fun- 
damental problem of whether or not we 
are right to continue to base our account- 
ing strictly on the monetary unit, with- 
out regard to its stability; the problem 
of whether we have made a profit when 
we sell an article for more than its cost, 
or when we sell it for more than it costs 
to replace it. I shall not weary you with 
any arguments on either side, or with a 
repetition of what my Council said in its 
recent recommendation No. XII on Rising 
Price Levels in Relation to Accounts, 
when it reaffirmed its adherence to the 
historical cost basis of accounting. I will 
content myself with this warning. We 
are passing through difficult and in many 
ways revolutionary times; if, after the 
most exhaustive theoretical study and 
practical tests, the profession as a whole 
is convinced that some change in our 
basic conceptions is necessary, then we 
should make that change. Meanwhile 
we should keep the experiments away 
from our day to day responsibilities. 
We cannot afford to indulge in unpro 
theories at any time, least of all when 
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The Advent of Automation 


Any observations concerning the 
relationship between management 
and accounting would be incomplete 
without some reference to the advent 
of automation. It seems clear, even 
from our present limited knowledge 
of the possible use and application 
of electronic equipment, both in the 
production field and in the office, 
that in the course of time and per- 
haps earlier than we now think, 
we will be confronted with major 
technological changes that will make 
new demands upon the skill and 

‘ initiative of management and 
fidence in the work of the accountant. 


Until this goal has been reached it will accounting personnel. . 
probably be wisest to continue to base It is, however, most important 
aaa a daa te that in our thinking and talking 
eednvel dhamte Balter. ‘Rieti aan cling to bout these new developments, we 
historic costs as a basis for depreciation Should be careful to maintain a 
charges, lest we come under suspicion of proper sense of proportion. Already 
oy mes Bd ay superhuman powers one hears a certain amount of loose 
lr eaten . talk about push-button factories and 
And the comment of T. A. Hiley offices, together with inferences that 
of Brisbane is as follows :— Utopia is just around the corner, 
“And there the problem remains like | Whilst on the other hand there are 
a dormant volcano. We all know its predictions that mass unemployment 
oe ae Pant og an eacannie and consequential social unrest could 
—one which will work as suitably in bad arise from the introduction of these 
times as in good, one which will apply | new devices that science is providing 
the acceptable correction whilst prices for use in the factory and in the 
fall as well as when they rise, one which office 
can equally meet a completed and a con- ¢ r 
tinuing inflation. _ Sometimes aaneh a To emphasise the need to view 
probiem can e Tr conside na ; ; ; ; 
; ‘ ~ automation in the right perspective, 
leisured time of stability rather than I cannot do better than quote the 
following extract from the Royal 


follow the feverish impulse of an economy 
under strain. The present patch-worked 

Bank of Canada’s Monthly Letter 
of February, 1957 :— 


there is so much work and education 
to be accomplished in the technical ad- 
vancement of our skill and in the services 
we are able to render.” (22) 


Professor Sir Alexander Fitzgerald 
of Melbourne says :— 


“The long-range goal of accounting 
should be the evolution of methods, such 
as those advocated by Henry W. Sweeney 
in Stabilised Accounting, by which sup- 
plementary statements might ‘be pre- 
sented, converting general-purpose ac- 
counting statements into terms of current 
purchasing power. Difficulties likely to 
be experienced in reaching this goal are 
selection of suitable index-numbers, edu- 
cation of users of accounting statements 
as to the significance of such supplement- 
ary statements, and maintenance of con- 


quilt of coverage does us no credit. We 
must learn to think one thought, to speak 
with a single voice, before we can per- 


suade governments to accept a common 
approach. Until we can command con- 
currence in our own ranks, we would be 
well advised to avoid adding to the con- 
ae which is already only too evident.” 





(22) Gilbert Shepherd, M.B.E., F.C.A. “The 

Future Role of the Accountant’’—Proceed- 

ings of the Australian Congress on Ac- 

counting 1949, p. 117. 

(23) Professor Sir Alexander Fitzgerald, ‘ 
counti and Price Leve] henaes “The 

Austral Accountant’, April 1950, p. 146. 


(4) T. A. Hiley, F.C.A.(Aust.), “Accounting in 
the Post-War e’'—New Zealand 

Society of Accountants, Seventh Conven- 
tion ings 1955, p. 94. 
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“Most of us are only just starting to 
view automation as being outside the 
‘isn’t science wonderful’ variety of fiction 
story. Others, carried away by enthus- 
iasm for the extraordinary machines we 
use and invent, predict the near approach 
of a time when robots and ‘giant brains’ 
will do all the work while human beings 
recline in cushioned ease. Still others 
profess to see automation as an agent 
of doom, trampling upon human intelli- 
gence and degrading the human spirit. 

All these are unrealistic ways of re- 
ceiving a reality. Automation is here, 
and there is no use blinking the fact. It 
is still in its infancy as the automobile 
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was in the 1890’s, but after a few years 
of growing pains it will progress rapidly. 

There is no denying that a number of 
thorny questions are raised by the trans- 
ition, but when we clear away the Utopian 
speculation and the emotional fearful- 
ness, we find that the ‘push-button’ world 
does not appear very different from the 
one we have been living in. The danger 
is not in having push-button machines, 
but in being content with a push-button 
type of thinking. 

Automation is a step in technological 
progress. From earliest days we have 
dreamed up ways to improve our pro- 
ductive skills, tools and machines. What 
is automation but fulfilment of Aristotle’s 
forecast 300 years B.C. of a time when 
every tool, when summoned, or even of 
its own accord, could do the work that 
befits it? 

When we refer to the human brain we 
mean more than the pinko-grey jelly 
that fills our skulls. No machine has the 
imagination that is to be found in even 
the least-developed human brain. The 
machine does not have emotions and 
sentiments, volitions, hopes, aspirations 
and ideals. The machine does not experi- 
ment, or take inventive excursions. 

No machine has the human brain’s ver- 
satility, sensitivity or power of dis- 
crimination. No machine is a self-starter 
as the human brain is. And no machine 
has the power to collect and store bits 
of incidental information from which to 
fabricate something new, such as a son- 
net, a code of laws, an aeroplane—or 
even an automatic machine. 

Mental efficiency has been and is and 
will be (so far as we know) the founda- 
tion of every other kind of efficiency. 
It was the brain that turned the savage 
into a king, and the workman into a 
captain of industry.’”(25) 


I particularly draw attention to the 
reference of “being content with a 
push-button type of thinking” and 
the reminder “that no machine has 
the human brain’s versatility, sensi- 
tivity or power of discrimination” 
also that “mental efficiency has been 
and is and will be the foundation of 
every kind of efficiency.” Basically 
the new technology that is designated 
“automation” is but a continuation 
of the process of mechanisation that 
commenced several centuries ago. 
The development of mechanisation 





(25) Royal Bank of Canada Monthly Letter, 
February 1957. 
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over the years has certainly not 
created mass unemployment or 
adverse conditions for the worker— 
to the contrary in fact, for it has 
contributed in no small measure to 
the general improvement of living 
standards, a reduction in working 
hours and a greater degree of social 
security. Therefore there seems no 
reason for mankind to be fearful of 
the impact of an extension of mech- 
anisation. 


Obviously automation will create 
new problems for management. The 
prospective capital investment in the 
new equipment will first need to be 
measured in terms of output, pro- 
duction costs, selling prices and 
market potential. Plant lay-out and 
product design will need careful 
study, and there will be a need for 
greater precision in co-ordinating 
production and marketing plans. 
Long-range planning will be of the 
utmost importance. These are but a 
few of the major factors that will 
require management’s careful con- 
sideration. A closer liaison between 
management, the accountant and the 
engineer will become essential. 


As a counterpart to the automatic 
devices designed for use in the pro- 
duction area, science is providing the 
accountant with the means of 
accelerating the production of infor- 
mation for management. This is just 
as well, because under automation the 
element of timeliness in the prepara- 
tion of accounting data will gain 
added significance. The emphasis 
will be upon speed in every depart- 
ment of a business that adopts the 
new techniques. 


The mechanical aids available, the 
application of which has gradually 
been extended to practically all 
accounting requirements, are being 
used to advantage in providing in- 
formation for management. Now we 
face the potential use of the elec- 
tronic computer and the data process- 
ing machines. Although so far as | 
can ascertain no large scale electronic 


The Australian Accountant, February, 1958. 





computers are actually in use com- 
mercially in Australia, data process- 
ing equipment in the form of elec- 
tronic calculating punches is being 
operated in conjunction with account- 
ing machines of the punch card type. 
Most of the manufacturers of 
accounting machine equipment are 
presently interesting themselves in 
new phases of mechanisation, and it 
seems fairly clear that the volume 
of scientific research now in progress 
will result in the production of equip- 
ment that could completely change 
present methods of office organisa- 
tion. The indications are that these 
machines will operate at speeds 
which we may regard as being fan- 
tastic, and that they will be capable 
of providing in one operation a range 
of information that existing equip- 
ment cannot make available, except 
by processing the relative data a 
number of times. 


To the accountant the potential 
field for the use of electronic account- 
ing machines appears to be un- 
limited, but let us not be persuaded 
to apply to these machines the desig- 
nation “electronic brain”. A machine 
will not think for us. It’s function 
will be to produce information 
according to the instructions it 
receives. The appellation “electronic 
digestive system” seems to be a more 
accurate description. 


Although the business world of 
today is receptive to new methods 
and techniques, automation is un- 
likely to inundate us, and this has 
particular application in Australia 
for several reasons. Firstly the high 
capital cost involved will tend to 
minimise the possible economic bene- 
fits to all but the largest undertak- 
ings, and in the second place it will 
take time to provide sufficient per- 
sonnel skilled in the use of these 
new techniques. In addition we must 
not overlook organised labour’s 
traditional opposition to the exten- 
sion of mechanisation in industry. 
Nevertheless no opportunity of 
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studying the developments taking 
place overseas, particularly in the 
U.S.A., should be lost and it is 
pleasing to see that in New South 
Wales, a group of members is cur- 
rently studying the latest develop- 
ments in mechanisation of account- 
ing. In addition a thoughtful and 
informative paper on electronic data 
processing was submitted and dis- 
cussed at some length at the Regional 
Convention held at Wollongong, 
N.S.W. in November, 1956. 


A matter not unrelated to mech- 
anised accounting is the interest 
currently displayed in Australia and 
New Zealand in -relation to the 
possible adoption of decimal cur- 
rency in these countries. In Aus- 
tralia a Decimal Currency Council 
to examine this question has been 
sponsored by Sir Leslie Melville, the 
Vice-Chancellor of the Australian 
National University, and it is noted 
that he is supported by Sir Alex- 
ander Fitzgerald and Mr. Walter 
Scott. New Zealand has progressed 
to the official level in its consideration 
of this matter, a special committee 
having been convened by the 
Treasury comprising representatives 
of industry, commerce and labour to 
examine the problem and to make 
recommendation to the New Zealand 
Government. The adoption of a deci- 
mal currency has much to commend 
it from an accounting point of view, 
and it is pleasing to note that the 
Society is presently studying this 
question and is encouraging an 
exchange of members’ views through 
the columns of “The Australian 
Accountant”. 


Conclusion 


In this address, a fairly wide field 
has been covered, and technicalities 
have been deliberately avoided. My 
main purpose has been to make a 
modest contribution towards the 
development of a greater under- 
standing of the relationship between 
management and accounting in its 
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modern concept. More effective co- 
operation between these two func- 
tions can do much to assist in the 
development of industry and in the 
maintenance of our economic wel- 
fare. Management is now established 
as an institution of major importance 
that exerts a powerful influence upon 
the state of the economy. We live in 
a managerial age, in a period in 
which the emphasis is upon speed 
with consequential rapid changes in 
business and economic conditions. 
The men who exercise the functions 
of management must be prepared to 
accept heavy and increasing respon- 
sibilities, both domestic and social in 
character. Accounting “the basic 
language of the world of business” 
should thus occupy a significant place 
as an effective aid to management. 
The revival of competition § in 
industry, and the advent of auto- 
mation highlight the importance of 
the planning and controlling func- 
tions of management, both areas in 
which accounting information can be 
put to effective use. 


Whilst there is some evidence that 
top management in Australia is 
gradually becoming more accounting 
minded, there is an urgent need for 
missionary work amongst the lower 
levels of management, where it 
appears to be difficult to eradicate 
deeply-rooted miseonceptions of the 
accountant’s functions. On the other 
side of the scale, the accountant must 
walk with management and talk with 
those responsible for performance at 
the varying levels of authority in 
language that can be understood. Do 
not forget the importance of cultivat- 
ing the operating point of view. 
Five years ago Basil Smallpiece, the 
financial controller of B.O.A.C. in an 
address given in London used these 
words :— 

. “We are not yet far across the thesh- 
hold of management accounting. There 
are many opportunities for enterprise 


and initiative in developing accountancy 
as something productive in itself.”(26) 


With America leading the way 
some progress has been made to- 
wards attaining this desirable objec- 
tive, but the goal of making account- 
ing productive will not be achieved 
until the modern concept of the 
accountant’s function is more fully 
understood and appreciated by the 
business world, and accountants 


. themselves take advantage of every 


opportunity to demonstrate in a 


practical manner the value of the 
techniques they have instituted for 
the purpose of helping management. 





(26) Basil Smallipiece, B.Com., AC.A., “The 
Accountant” January 1952, p. 35. 





The Arthur Capper Moore 
Memorial Lecture was estab- 
lished by the Federal Institute 
of Accountants in 1948 to 
honour the memory of the late 
Mr. Arthur Capper Moore who 
was a foundation member of the 
Institute, and its general secre- 
tary for 27 years. 

Since the first lecture in the 
series, “Forecasting in Business 
and Finance”, was delivered by 
Mr. H. G. Magaard in 1948, the 
lecturers and their subjects have 
been as follow:—Messrs. V. L. 
Gole, “Incentives and _ the 
National Economy” (1949); 
Colin Clark, “Principles of Pub- 
lic Finance and Tazation” 
(1950); Keith A. Sangster, 
“Commercial Goodwill” (1951) ; 
Dr. Mary E. Murphy, “Account- 
ing and Managerial Problems in 
the Australian Economy” 
(1953); Messrs, G. E. Fitz- 
gerald, “Financial Reports of 
Companies” (1954); G. H. 
Peterson, “The Accountant’s 
Role in a Period of Accelerated 
Change” (1955); Dr. H. F. 
Craig, “Accountants and For- 
mulation of Pricing Policy” 
(1956). ; 
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THE ECONOMIST'S 


VIEW OF 


MARGINAL COSTS AND PRICES 


By F. G. DAVIDSON, M.A. (CANTAB.), Senior 
Lecturer, Faculty of Economics and Commerce, 
University of Melbourne. 


HAT the economist means by 

“marginal cost” will be clear to 
most readers. This subject can be 
divided into two parts: 

(a) What business men really do 
(this is properly an econo- 
mist’s subject) and 

(b) What business men ought to 
do if they want to maximise 
profits. This is more an ac- 
countant’s subject, but I pro- 
pose to discuss this side of the 
question in this article. 


As students of economics are told, 
if profit is a maximum or loss a 
minimum, marginal cost is equal to 
marginal revenue. 


“Marginal dost” means the addi- 
tion to total cost from producing and 
selling an extra unit of output. 


“Marginal revenue” means the 
addition to total revenue from pro- 
ducing and selling the extra unit of 
output. 


Probably most readers understand 
why the assertion above is made, and 
will agree that it is useless to argue 
about it. 


To do so is to attack a Maginot 
Line of logic and definitions. The 
thing to do, if you dislike what is 
behind a Maginot Line, is, not to at- 
tack the Line but to outflank it. 


Then you can say: “That, of 
course, is undoubtedly true. It’s a 
tautology. I’m not interested in 
things that are undoubtedly true. 
I'm interested in things that could 
be wrong but have been shown by 
research not to be.” This is the 
sort of thing economists are always 
saying to one another. 
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It should not be forgotten that in 
this sense all mathematics is a tauto- 
logy. That is to say, if we were all 
clever enough we should be able to 
see at a glance that the most dif- 
ficult propositions of mathematics 
really resemble the statement: “a dog 
is a dog”. As we’re not that clever, 
mathematical propositions are not 
just a bore to us—or at least they’re 
not a bore in quite that way. So 
there may be some use in being re- 
minded that if profit is a maximum, 
marginal cost must be equal to mar- 
ginal revenue. 

Another tautology goes like this: 
if price falls as more is sold, mar- 
ginal revenue is less than price. 

Economists now tend to assume 
that usually price does fall as more is 
sold (as more is sold by one firm) 
even with other firms not increasing 
their sales. So. as a general rule, 
one can say that economic theory 
leads one to assume that price will 
be greater than marginal cost—and 
it should be if the object is to make 
maximum profits. 

The meaning of marginal cost (as 
understood by economists) must 
now be made clearer. Some readers 
may have the impression that econo- 
mists’ marginal cost never includes 
any part of such overheads as de- 
preciation, managers’ salaries and so 
on. This impression is not correct. 

Such a standard book on economic 
theory as Joan Robinson’s Economics 
of Imperfect Competition shows mar- 
ginal cost curves that for the most 
part are meant to allow for over- 
heads.* They are mainly long-run 





*This is no doubt partly why the concept 
of average variable cost plays so little part 
in the book. 
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marginal cost curves, which include 
all the extra overheads required for 
extra production. So, in his picture 
of long-run planning, the economist 
is assuming that marginal revenue 
should be at least enough to cover 
extra overheads. (Extra  over- 
heads, not average overheads. Price, 
of course, must at least cover aver- 
age overheads in the long run.) 


In a rapidly expanding economy, 
long-run marginal cost is likely to 
be specially important. This is so 
because what is meant by the long 
run is partly the period in which 
new capital equipment can be 
brought into use. To put it another 
way, long-run considerations become 
specially important when demand is 
pressing against capacity. This 
means that increased production 
from existing equipment would be 
either physically impossible or 
enormously more expensive. 


An interesting example is elec- 
tricity generation, either in Aus- 
tralia or Britain. The demand for 
it is pressing against capacity, and, 
of course, overheads are important. 
Readers interested in the practical 
application of economic theory, and 
particularly those also interested in 
electricity, should read The Price 
of Fuel by I. M. D. Little (Oxford 
University Press, 1953). Mr. Little 
is concerned with the case for 
time-of-day tariffs, which are al- 
ready familiar in Victoria. His 
argument—and he is one of the most 
distinguished of economic theorists 
—is in a sense: “Look how scan- 
dalously they’re ignoring the burden 
of overheads!” So from the point of 
view of long-run plans for extra 
output, economic theory says that 
marginal revenue must at least cover 
extra overheads. 


On the other 
short run, fixed costs do not 
enter into marginal cost. This 
is just another of those tautologies. 
If a cost is fixed, it’s fixed, and it 
can’t be said to enter into the change 


hand, in the 
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in cost which you get in changing 
the amount produced. So you have 
to swallow the statement that, in the 
short run, if profits are a maximum, 
marginal revenue will be equal to 
short-run marginal cost, from which 
all fixed costs are excluded. But you 
aren’t really swallowing so much as 
you might think. 


For one thing, fixed costs, even in 
the economist’s sense, don’t include 
the whole of overheads. So even 
short-run marginal cost may include 
some overheads. Some overheads 
represent people or things that can 
be switched from one type of pro- 
duction to another even in the short- 
est run—managers’ time, for in- 
stance. This will be true particu- 
larly where a firm makes more than 
one product—and most firms do 
make more than one product. 


Other overheads represent the 
sacrifice of alternative opportunities 
through time—one can perhaps call 
them “user cost”. If you don’t get 
a month’s wear out of a machine now 


you may expect to get an extra 
month’s wear, which you will be glad 


to have, in the future. This extra 
month’s wear forgone, or the de 
preciation which corresponds to it, 
would presumably be part of over- 
heads. Yet it is an opportunity cost 
of activity in the present and may 
therefore enter into short-run mar- 
ginal cost; it is not fixed cost. 


This, of course, illustrates the 
economist’s general approach to cost 
—other than fixed cost—as_ the 
undertaking of a new sacrifice, a 
mew decision which involves for- 
going an opportunity, not necessarily 
the meeting of a payment or the 
reckoning of a charge. If the un- 
dertaking or the decision occurs in 
the short run, the cost is short-run, 
even if the corresponding payment 
has only to be met in the long run. 


These turns of phrase might seem 
a little Olympian to a small firm 
with limited resources. A big firm 
with ample resources might come 
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closer to this attitude in considering 
one line of its products. 


In any case it is clear that if there 
are any accountants who want to 
keep all depreciation out of all mar- 
ginal cost, their marginal cost is not 
the economist’s marginal cost. 


To repeat, if profit is a maximum 
in the short run, short-run marginal 
cost is equal to marginal revenue 
(not necessarily price, as stressed 
before). This statement doesn’t ex- 
clude the possibility that to go for 
the highest short-run profits would 
mean charging a price that may at- 
tract new producers to the industry, 
and would thus mean spoiling the 
market, If a “new producer” is 
a firm already well-established in 
another industry taking up a new 
line, this threat may be very real. 


Thus the wisest policy about pro- 
fits may not involve trying to make 
short-run marginal cost equal to 
short-run marginal revenue. To put 
the point another way, elementary 
textbooks of economics commonly 


say that demand may be more elas- 
tic in the long run than in the short, 
and the producer must be expected to 
allow for that. 


Some people go so far as to want 
to imagine that “spoiling the mar- 
ket” is allowed for in the short-run 
marginal revenue curve, but this 
seems an excessive refinement. 


The next point is that marginal 
revenue will often be difficult to es- 
timate exactly. One reason for this 
is oligopoly, as economists call it: 
a situation in which there are only 
afew firms producing the line in 
question, so that each is greatly 
concerned about how the others will 
react to what it does. There might 
then be great importance in what A 
thinks that B thinks that A thinks 
that B will do, and so forth. 


In a situation of this kind, the 
producer certainly can’t calculate his 
Marginal revenue (from extra sales 
that result from lowered prices) on 
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the assumption that all the other 
firms keep their prices unchanged. 
Lower price may mean a “destruc- 
tive price war”, and his calculations 
must try to allow for this possibility. 


Even apart from oligopoly, there 
are, of course, great uncertainties in 
the business man’s knowledge of 
potential demand; experiments with 
different prices are not usually easy 
to make. 


If we allow for spoiling the mar- 
ket, for uncertainties of one kind or 
another, for the difference between 
marginal revenue and price, for the 
occasions when marginal cost should 
include some overheads, is it really 
likely that business men, in fixing 
prices, have much to learn from the 
concept of marginal cost? Even if 
they have never heard of marginal 
cost, may they not apply processes 
giving a similar result to that of 
economic theory—so far, that is, as 
it would be possible to apply the 
economist’s methods and so far as 
business men really want to maxi- 
mise profits? 

These are questions which only 
someone with a great deal of busi- 
ness experience could answer. As I 
implied at the start of this article, 
the object of economics is not pri- 
marily to try to teach business men 
how to run their businesses. How- 
ever, to an outsider it would seem 
that the simple, rather academic 
principle of marginalism, if grasped 
as a clear and simple principle—a 
tautology if you like—might some- 
times be a useful guide in a maze of 
facts and forecasts. Perhaps this 
would be particularly true where two 
markets with different characteris- 
tics—say the home and export mar- 
ket—are being considered. It is 
comforting that (whatever some 
economists may now say as to the 
value of marginalism in describing 
what the business man really does) 
at least some eminent accountants 
seem to share a favourable view of 
marginalism as a guide to what the 
business man should do. 
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GENERAL PRINCIPLES OF 
INSURANCE LAW 


PART I 


An address delivered by D. R. PRIDEAUX, F.A.1.1., to the 
Australian Society of Accountants New South 
Wales Students’ Society. 


T is axiomatic that the accounts 

student of today is the company 
executive of tomorrow, and if, there- 
fore, during the course of this ad- 
dress anything that I may say will 
bring about closer and better under- 
standing between our professions, 
then we will have achieved some- 
thing of mutual benefit. 


To establish that insurance is 
vital to the community it is neces- 
sary to examine briefly the origins 
of insurance. Marine insurance of 
a form was practiced by the Phoeni- 
cians in Europe and the Chinese in 
Asia several thousand years ago. 
The merchants recognised the neces- 
sity for spreading risk and, in the 
case of the Chinese, achieved this 
by spreading loads over a number of 
vessels, so that in the event of loss 
some of the shipment would be likely 
to arrive at its destination. 

Fire insurance was brought into 
being following the devastation 
wrought by the Great Fire of Lon- 
don in 1666—which manifested it 
was necessary to evolve a method of 
transferring individual loss to the 
community as a whole. 

Accident insurance resulted from 
the necessity of providing indemnity 
for the individual in relation to the 
motor car, and to the employer, as a 
result of industrial progress and 
various statutes requiring policies 
of insurance. 

From the foregoing brief outline 
it is obvious, firstly, that merchants 


78 


looked for insurance, and, secondly, 
statute law insists on insurance. The 
insurance company, as we now know 
it, is a commercial and domestic 
necessity, and, as accountants, it be 
comes your responsibility to acquaint 
yourselves with the benefits and 
security insurance can provide. 

To deal with the general principles 
of insurance law I have endeavoured 
to select those aspects which are fun- 
damental and common to all three 
branches of insurance. 

The four primary principles which 
apply to all contracts of insurance 
are set out below. It is most vital 
that these principles be closely ad- 
hered to by both parties to the con- 
tract. 


Personal Contract 


An insurance contract is a personal 
contract between the insurer and the 
insured, for the payment of money. 
(Raynor v. Preston 1881 18 ch 
DICA). 

Obviously a policy of insurance 
cannot prevent the happening of 4 
peril insured against, but it can in 
demnify a person in relation to his 
interest in the subject matter. In the 
event of the property being trans- 
ferred to another person the policy 
of insurance does not automatically 
pass to the purchaser, but must 
fact be the subject of a separate as 
signment and consented to by the 
insurer before becoming operative. 
This conforms with the no 
mercantile law in that the contract 
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between insurer and vendor ceases 
and there must again be consent as 
between insurer and purchaser to 
the new contract. 


The Duty of Good Faith 

The contract of insurance differs 
from most mercantile contracts in 
that it is a contract uberrima fides, 
that is utmost good faith, through- 
out its existence (Boulter v. Houlder 
1904 1 KB 784 CA) as opposed to 
the principle of caveat emptor—let 
the purchaser beware. This basic 
rule, which is an implied condition, 
has been given statutory expression 
in the Marine Insurance Act 1906. 
It applies equally to both insurer and 
insured and relates equally to nego- 
tiations leading to the contract as to 
performance during the contract. A 
duty is imposed on the proponent to 
disclose all matters within his know- 
ledge which are material to the in- 
surers in estimating the risk and 
this duty applies to all matters which 
are material, not merely those the 
proponent considers to be material. 
Equally the duty owed by the in- 
surers is that they must also dis- 
close all material facts in their pos- 
session and must not allow the pro- 
ponent to enter, in ignorance, into a 
contract more unfavourable to him- 
self than he would have done if he 
had been aware of the true position. 
Failure to comply with this implied 
condition vitiates the contract. 


Indemnity 

Whilst there are minor exceptions, 
it can be generally accepted that in- 
surance contracts are contracts of 
indemnity (Castellain & Preston 
1883 11 QBD 380 CA) against losses 
actually sustained. It is a funda- 
mental therefore that should the 
peril insured against operate caus- 
ing damage to the property insured, 
then the insured shall be compen- 
sated to the extent of his loss, sub- 
ject of course to the adequacy of the 
sum insured. Indemnity may be 
provided in the form of cash or re- 
storation of the property but more 
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than full indemnity shall not be 

made. There are four basic rules 

applied to loss settlements to insure 
full indemnity and they are as fol- 
lows: 

(a) It is necessary for the insured 
to establish that he has in fact 
sustained a loss by virtue of his 
interest in the subject matter of 
the insurance. 

(b) The extent of indemnity must, 
subject to the conditions of the 
policy, be measured by the loss 
which has actually been suffered 
by the insured. 

(c) Should the insured be paid the 
full value of the subject matter of 
insurance then he cannot retain 
any benefit which may accrue as a 
result of salvage or compensation 
but must account to the insurers 
for such recoveries. 

(d) Value of the subject matter 
shall be taken as the value at the 
time and place of the loss. 

Value, of course, is the actual value 
of the property in the material sense, 
no allowance can be made for senti- 
mental value nor for anticipated pro- 
fit. Original cost, whilst being taken 
into account, does not determine the 
actual value as market variations, 
either upward or downward, must be 
considered to arrive at true in- 
demnity. The place of loss is also 
considered as freight charges must 
be allowed for and this can be an im- 
portant cost in arriving at the final 
quantum. It is to be noted that 
policy conditions, particularly the 
condition of average, may prevent 
the insured from receiving full in- 
demnity. This condition is referred 
to later in this address. 


Insurable Interest 

The generally accepted definition 
of insurable interest is that ex- 
pressed in the: Marine Insurance Act 
which reads as follows . . . “where 
the insured stands in any legal or 
equitable relation to the subject 
matter of insurance so that he bene- 
fits by its safety, or is prejudiced 
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by its loss, or by damage thereto, he 
is said to have an insurable inter- 
est”. This definition obviously refers 
to things physical as there is also 
insurable interest where a liability 
either under statute or at common 
law exists, e.g., Workers’ Compen- 
sation and Public Liability. It is 


also possible to have a duty to in- 
sure imposed by contract, as in the 
case of a mortgagee inserting in the 


terms of the mortgage a condition 
imposing a liability to insure upon 
the mortgagor. 

Persons who are entitled to insure 
fall into two categories: 

(a) Owners of the property 

(b) Persons so connected with the 
property as to have an insurable 
interest therein. 

It is not necessary that the owner 
should have both legal and equitable 
ownership, either form being suffi- 
cient to establish insurable interest 
whilst obviously physical possession 
is not necessary. The absolute owner 
has an insurable interest, notwith- 
standing that he may have a contract 
of indemnity from a third party 
(Hobbs v. Hannam 1811 3 Camp 93) 
nor is it necessary that he be the 
sole owner, e.g., a partner has the 
right to insure the property of the 
firm. 

Trustees in bankruptcy may in- 
sure the property of the debtor as 
owners but it is interesting to note 
that should a bankrupt effect insur- 
ance, such policy is valid even in re- 
spect of property he is fraudulently 
concealing from his creditors (Goul- 
ston v. Royal Insurance Co. (1858) ). 

As between vendor and purchaser, 
the vendor retains an insurable in- 
terest until such time as the convey- 
ance is completed by virtue of his 
legal estate and, of course, such in- 
terest will remain should he retain 
a lien as unpaid vendor. 

Trustees of property are entitled 
to insure in their own names unless 
the instrument creating the trust im- 
plies or states otherwise. He is not 
under an obligation to insure unless 
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the instrument so specifies. He igs 
empowered by the Trustee Act 1925 
to insure for 75% of full value and 
charge the premiums against the 
earnings of the trust without the 
consent of the beneficiaries. This 
Act is an English Act but doubtless 
the position would be similar here, 

A beneficiary may insure prior to 
an executor giving assent to the 
bequest but it should be noted that 
the anticipation of becoming a bene- 
ficiary does not give insurable inter- 
est. 


Persons other than owners, such ag 
bailees, have a right to insure quite 
apart from any liability to their 
bailors, arising out of the advan. 
tages they are to derive in the way 
of commission, lien or profit (Dal 
gleish v. Buchanan i954). 

Tenants have a right to insure, 
derived from their beneficial enjoy- 
ment of the property which will be 
lost if the property be destroyed. 

Equitable mortgagees have insur- 
able interest in respect of the speci- 
fic property upon which he has a lien 
although normally the mortgagee 
does not have such insurable interest, 
as the mere relationship of debtor 
and creditor does not necessarily ex- 
tend to the debtors’ property. 


Proposals—Their Nature and Effect 
At the outset let me stress this 
fact—the proposal is the basis of the 
contract—the policy preamble al 
ways stresses this—and consequently 
is vital to both insured and insurer. 
It is not possible to be too careful 
when preparing this document. Al 
most every day one hears a claims 
department officer during settlement 
say “Let us examine the proposal 
and see precisely what has in facet 
been insured” .. . and very often the 
settlement depends on the contents 
of that all-important document. 
The proposal takes the form of 8 
series of questions, which the pro 
poser is required to answer in order 
that the insurers may properly evalt- 
ate the risk. It is essential that the 
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answers be true and complete, as 
the duty of good faith and disclosure 
of material facts apply during the 
negotiations. Failure on the part of 
the proponent to observe these fac- 
tors renders the contract voidable at 
the option of the insurer. 

In practice it is quite common for 
a salaried official of the insurer to 
actually write the answers on the 
form but the answers are held to 
be the answers of the proponent, 
even though an error is made by the 
person completing the form. The 
proponent signs the proposal and 
thus places himself in the position 
of attesting that the answers are 
true; any mistake is therefore a mis- 
take by the proponent. 

Upon completion, the document is 
transmitted to the insurer and re- 
tention does not imply acceptance of 
the contract. The normal rules of 
contract apply and acceptance must 
be communicated to the proponent. 
To overcome the time lag it is com- 
mon practice to issue a cover note, 


which binds the insurer to provide 
indemnity until such time as the pro- 
posal is accepted or rejected. 

Issue of a cover note does not im- 
ply acceptance and is provisional 
only (Yager and Guardian Insur- 


ance Co. 1912). The cover note is 
a binding contract (Grover and 
Grover v. Matthews 1910) but a 
separate contract to the policy. It 
is important to realise that the terms 
and conditions of the policy cannot be 
enforced against the proponents un- 
less they are expressly incorporated 
in the cover note, whilst as against 
the insurer, the normal terms and 
conditions apply. 

The proposer can recover under 
the cover note since it is obviously 
issued for the purpose of giving pro- 
tection whilst the proposal is being 
considered. 

Acceptance of the proposal is nor- 
mally indicated in one of three ways: 
Issue of a policy, acceptance of the 
Premium or by the conduct of the 
insurers. 
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Issue of a policy is conclusive evi- 
dence of acceptance and binds the 
insurer who cannot then deny the 
contract. Even if a proposal has not 
been completed prior to the policy 
being issued, the insurer would be 
estopped from denying the contract 
(McElroy v. London Assurance Cor- 
poration 1897). 

It is necessary to issue certain 
policies under seal and completion of 
such policies renders them enforce- 
able even though they remain in the 
possession of the insurer. The policy 
once issued is an enforceable con- 
tract, even though premium has not 
been received, although most policies 
give the insurer the right to insist 
on the consideration being paid be- 
fore a loss under the policy is liable 
to be paid. 

The policy, of course, is subject to 
enforcement from the date of incep- 
tion, not the date of issue. 

Acceptance of the premium, in the 
absence of evidence to the contrary, 
binds the insurers to the contract and 
they must issue the policy and be 
liable to pay such losses as may fall 
within its scope. If, however, the 
premium is accepted on the condi- 
tion that the act is not binding, then 
other evidence of acceptance would 
be necessary. 

The conduct of the insurers may 
be such as to indicate that accep- 
tance has been made and under such 
circumstances they would be es- 
topped from denying liability and 
would be bound to accept the pre- 
mium when tendered and issue the 
relative policy even though a loss 
may have occurred in the interim 
(Canning v. Farquhar 1886). 

It is possible that fresh conditions 
be imposed upon receipt of the pro- 
posal. This, of course, would consti- 
tute counter offer and acceptance by 
the proposer would be necessary. 
The policy would of necessity be is- 
sued on such terms and if variation 
did occur, then the proposer could 
reject the contract. 

Employment of agents for the pur- 
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pose of completing and transmitting 
proposals is now common practice 
and I feel that it is vital to discuss 
the rules that apply under such cir- 
cumstances. 

The source of authority for the 
agent to act may be delegated in the 
usual manner of principal and agent 
relationship or may be derived from 
the customs and usages of trade. The 
agent must exercise due care and 
diligence even though his actions are 
gratuitous. Further, the instruc- 
tions must be completely observed 
and the policy effected accordingly, 
although reasonable interpretation 
can be made should there be am- 
biguity and the agent is not guilty 
of a breach if, in fact, the principal 
had intended differently (Jreland v. 
Livingstone 1872). 

It is interesting to note that whilst 
the duty of good faith applies to the 
agent a breach of such duty does 
not affect the validity of the con- 
tract, provided it is not otherwise 
invalid (Webster v. De Tashet 1797). 
This is an example of variation from 
general mercantile law in that the 
meaning of this case is that know- 
ledge in the possession of the agent 
is not deemed to necessarily be in 
the possession of the proponent. 

The agent, unless he has discre- 
tion in the matter, must promptly 
communicate to the principal failure 
to insure in order that the principal 
may arrange cover. 

The agent is not guilty of a breach 
of duty if circumstances prevent him 
from informing the principal, prior 
to a loss, of his inability to effect 
a policy although in this case it is 
for a jury to decide upon the facts 
if there has been a breach of duty 
(Great Western Railway v. Cumiliffe 
1874). 

The measure of damages a prin- 
cipal could obtain from his agent 
would, of course, be the indemnity 
the policy would have provided, sub- 
ject to any particular restriction 
imposed by the terms of the agency 
(Calico Printers Association Ltd. v. 


Barclays Bank 1931). 

Insurers employ agents and their 
authority varies according to cir. 
cumstances. They are divided into 
three categories, as follows: 

1. Agents who obtain business, in 
return for which they receive 
commission. 

2. Agents employed to negotiate 
on behalf of the insurers. 

8. Agents who stand in place of 
insurers. 

The first category is possibly the 
most common agent but such a per- 
son is an agent in name only, since 
he is employed, on a commission 
basis, to merely procure business 
and transmit the proposals to the in- 
surer. He cannot in any way com- 
mit the insurer and knowledge im- 
parted to him is not deemed to be 
communicated to the insurer. 

In the second case the position 
differs in that the insurers are bound 
by his actions or omissions. It is also 
possible that such an agent may ap- 
point sub-agents who in turn may 
bind the principals. In this con 
nection the delegatus non delegature 
rule would undoubtedly apply, which 
could restrict the liability imposed 
on the insurer by the sub-agent. 

Normally, this agent cannot vary 
the contract proposed by his prin- 
cipals, but he is permitted to explain 
the conditions and should the in 
sured comply with the agent’s in 
terpretation then the insurer cannot 
hold the insured to what was in- 
tended. The insured could then re 
scind the contract and obtain a re 
fund of premium. This conforms 
with normal practice in that consent, 
as between the principals to the com 
tract, was not present. 

Where the agent stands in place 
of the insurers the agent binds the 
insurer in all things provided, 
course, his actions are in conformity 
with the ordinary rules of business 
and he does not act in discord wi 
the articles of association and/of 
memorandum in the case of a public 
company. 
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A SUPERANNUATION PLAN FOR 
THE SELF-EMPLOYED 


By J. A. L. GUNN, C.B.E., F.A.S.A. and M. MAAS, A.A.S.A. 


N article on the above subject 
appeared in the March 1957 
issue of the “Australian Accountant” 
at pages 138-142. Since then, the In- 
corporated Law Institute of New 
South Wales has instituted a “Soli- 
citors’ Superannuation Fund” along 
the lines of the plan outlined in the 
above-mentioned article. 


One vital aspect of the Solicitors’ 
Fund was that it was necessary that 
the terms and conditions applicable 
to the fund should be approved by 
the Commissioner of Taxation; 
otherwise, the income of the fund 
would not be exempt under s. 23 
(ja). Failure to obtain such exemp- 
tion would be fatal, as the large an- 
nual income of the fund would be 
taxed as the income of a trust estate 
under s. 99, ie. as if it were the 
income of an individual. 


The Solicitors’ Superannuation 
Fund will undoubtedly be the pre- 
cursor of a large number of similar 
funds seeking, on behalf of self- 
employed persons, to take advantage 
of s. 23 (ja), and the other benefits 
of the Act. The Commissioner was 
naturally concerned as to the creation 
of precedents which might open the 
door more widely than he thought 
the legislature intended. Accord- 
ingly, the Commissioner has insisted 
on certain safeguards to the Revenue, 
including the following :— 


Fund at All Times to be for Benefit 
of Self-Employed Persons 
The Commissioner insists that the 
benefits of such a fund shall be at all 


times confined to self-employed per- 
sons. To meet this condition, the 
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Deed establishing the Solicitors 
Superannuation Fund provides that 
no solicitor shall be admitted as a 
member unless he is able to make a 
declaration in the following form. 


being a member 
{or desirous of becoming a member] of 
Solicitors’ Superannuation Fund 1956 here- 
by declare that—(a) my income from per- 
sonal exertion during the year which ended 
on the thirtieth day of June, 19.... exceeded 
one-half of my total income derived during 
that year; and (b) the net income derived 
by me from my profession as a solicitor 
during that year exceeded one-half of my 
net income from personal exertion during 
that year. 
Dated this.................. day of 


Moreover, a member is allowed to 
continue his contributions only while 
he is able to make the above declara- 
tion. If a member ceases to be a 
self-employed person, and thus is un- 
able—at the beginning of any finan- 
cial year—to make the above declara- 
tion, he ceases to be a member, and 
becomes an “undischarged ex-mem- 
ber.” No further contributions will 
be accepted from him, but his con- 
tribution account will continue to be 
credited with its share of the income 
of the Fund, and his benefit will be 
payable when he reaches 65, or at his 
earlier death. 


Limitation on Contributions 


The Commissioner rightly insists 
on limitations being placed on the 
amounts of the annual contributions 
which its members can make to the 
Fund, and the amounts of the benefits 
to be provided. In order to secure 
the Commissioner’s approval as to 
“the reasonableness of the benefits 
provided for [and] the amount of 
the fund in relation to those benefits” 
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(s. 23 (ja) (ii)), the following limi- 
tations are contained in the Solici- 
tors’ Deed :— 

“(a) The aggregate amount of the 
contributions which a member 
can make in any one financial 
year will be— 

Age at beginning Maximum aggregate con- 

of financial year tributions for any year 

not more than 44 years .... 0 

over 44 but less than 56 .... £500 


and 


(b) no contribution will be accepted 
from a member which wil] 
make the amount to the credit 
of his “Contribution Account” 
exceed a sum which, if accumu- 
lated at compound interest at 
the rate of 5 per cent per an- 
num until he reaches 65, would 
amount to £25,000.” 








Western Australian Local Government Bill's Proposed 
Amendments 


In reference to Part XXVII, Division 1, 
of this Bill the Keeping and Audit of Ac- 
counts, Clause 614, reads:— 

“In this Part unless the context requires 
otherwise—‘Auditor’ means a Government 
Inspector of Municipalities. ‘Books’ means 
records kept in such manner and form as 
the Minister directs.” 

The amendment to this Clause, as pro- 
posed by the Legislative Assembly is of 
interest to Members of the Society, and is 
es follows:— 


Clause 614, 

Page 462, line 3—To insert after the 
clause designation “614” the sub-clause 
designation “(1).” 

Page 462, line 5—To delete the words “a 
Government Inspector of Municipalities” 
and substitute the following:— 

(a) in the case of a shire, a Government 
Inspector of Municipalities; 

(b) in the case of a city or town, a person 
elected by the electors of the city or town 
in accordance with this Act, and who is 
currently a member in good standing of 
the Institute of Chartered Accountants 
in Australia, or the Australian Society 
of Accountants, and registered as an 
auditor under the provisions of the Com- 
panies Act, 1943-1954: 

Provided that if such person ceases to 
be a member of the Institute of 
Chartered Accountants in Australia, or 
the Australian Society of Accountants, 
or ceases to be registered as an auditor 
under the provisions of the Companies 
Act, 1943-1954, he shall forthwith be- 
come ineligible to be or continue as an 
auditor under this Act, and the position 
shall automatically be declared vacant. 
The definition of “auditor” is subject to 

the provisions contained in sub-section (2) 

of this section providing for a change of 

auditor by a municipality. 
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Page 462, line 8—To delete the words 
“the Minister directs” and substitute the 
words “the council of the municipality 
directs.” 

Page 462, line 8—To add the following 
sub-clauses:— 

(2) Where at least one-third of the 
councillors sign and cause to be delivered 
to the mayor or president, as the case 
may be, a demand that— 

(a) where the auditor is a person re- 
ferred to in paragraph (a) of sub- 
section (1) of this section, there be 
substituted in his stead a person re 
ferred to in paragraph (b) of that 
sub-section; or 

(b) where the auditor is a person re- 
ferred to in paragraph (b) of sub- 
section (1) of this section, there be 
substituted in his stead a person re 
referred to in paragraph (a) of that 
sub-section, 

and that the question, whether or not the 
proposed substitution of auditor be 
effected, be submitted to a poll of the 
electors of the municipality, the mayor 
or president, as the case may be, s 
cause the question. to be submitted to 4 
poll of the electors of the municipality 
tc be held on a day appointed by him, 
being not less than forty-two days nor 
more than seventy days after that on 
which the demand is delivered as afore- 
said. 

(3) In the taking of such poll, the 
provisions of sub-sections (6) and (7) of 
section ten of this Act shall apply. 

(4) If at the poll a majority of the 
valid votes cast is in favour of 
proposed substitution of auditor, the 
Governor shall by Order declare that such 
substitution shall apply and take effect 
as at the date of the commencement of 
the next financial year of the munict- 
pality. 
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CURRENT PROBLEMS DISCUSSED 
IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


Training for the Profession 


An article by J. M. S. Risk, Group 
Controller of Accounts for the Brush 
Group Ltd., contains many interest- 
ing remarks on the place of “The 
Graduate Accountant in Industry”, 
The Accountant, 12 October. It lists 
the further qualifications desirable, 
and discusses “skills with accounting 
nag which could well be 
earnt. 


Accounting Theory 


The Accountant, 19 October, gives 
the text of recent recommendations 
of the Council of the Institute of 
Chartered Accountants in England 
and Wales, dealing with events which 
occur after balance date but which 
become known before the publication 
of annual accounts. The Council dis- 
cusses what action should be taken 
to adjust the accounts in the light of 
new information and also what men- 
tion of new matters should be made 
in footnotes to the _ published 
accounts, 


In the Journal of Accountancy for 
September, Samuel J. Broad suggests 
that the concept of usefulness is a 
controlling factor in accounting de- 
velopment. In this article, entitled 
“The Applicability of Generally Ac- 
cepted Accounting Principles”, he 
takes a number of examples of the 
way in which this concept has in- 
fluenced the development of account- 
Ing principles and techniques for 
profit-seeking enterprises. He recog- 
nises the necessity to extend the ap- 
plicability of such “principles” to 
non-profit enterprises, special-pur- 
pose statements and regulated indus- 
tries, in each of which the differen- 
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tiated circumstances impose the need 
for some modification of the prin- 
ciples and techniques specifically de- 
signed for profit enterprises, but in 
which the underlying concept of use- 
fulness provides a rationale for adap- 
tation. 


Accounting Research 


In “Accounting Research in Can- 
ada”, Cost and Management, Sep- 
tember, Calvin C. Potter discusses 
accounting research under three 
headings, viz. research relating 
to instruction, interpretation and 
accounting theory. 


Accounting and Inflation 


A blunt, thought-provoking chal- 
lenge is offered by Stewart Gillies in 
his article “As I See It”, The Accoun- 
tants’ Magazine, October. After dis- 
cussing the reasons for the spate of 
take-over bids in recent years (and 
incidentally hitting very hard at com- 
placent boards of directors), he then 
throws the major portion of the 
blame on accountants as a body. His 
theme is that we have tended to 
ignore the problems of inflation and 
accounting for price changes. 

Agreement with everything said is 
impossible; a rise in blood pressure 
distinctly probable. The article, 
written in a breezy, uninhibited style, 
would make an ideal introduction to 
a group discussion. It is worth read- 
ing by all, if only for its entertain- 
ment value. 

J. F. Allan, The Accountant, 5 
October, propounds a method of ad- 
justing profit and loss statements and 
balance sheets for inflation, so that 
“money profit” can be brought into 
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line with the economic concept of 


“real profit” on a consistent basis, 
such that different people might be 
expected to arrive at the same an- 
swer. This he does by a systematic 
transfer to reserves, without inter- 
fering with the necessity of preparing 
a “profit” figure according to law for 
tax purposes, and retaining all the 
conventional figures as well. 






Consolidated Accounts 


In The Accountant, 26 October, an 
account is given of the consolidation 
of the accounts of the Unilever 
Group. The Unilever Ltd. group has 
an employed capital of £470 million, 
460 active companies operating in 50 
countries, using 40 different curren- 
cies. The consolidation of the ac- 
counts of this group, as at December 
31, is achieved by March 1 and 
printed and distributed by April 3. 
How this is done is explained in the 
article. 


Unlawful Acts or Defaults by Clients 


The Accountant, 12 October, con- 
tains a statement by the Council of 
the Institute of Chartered Accoun- 
tants in England and Wales, for the 
guidance of members, concerning the 
position of an accountant on becom- 
ing aware of some unlawful act of a 
client. The position is discussed in 
relation to felonies (with a list of 
common ones given), misdemeanours 
and taxation frauds. Advice is given 
as to when it is proper to report 
irregularities to the police, the taxa- 
tion department, or another accoun- 
tant taking over an assignment. 


Data Processing 


J. M. Otterbein, “A Case Study in 
the Development of an Integrated 


Data Processing Application”, Cost 
and. Management, September, tells 
how problems resulting from rapid 
growth with a shortage of clerical 
help are being solved in the group 
department of an insurance company, 
and outlines the various steps taken. 
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The October issue of the Journalof 
Accountancy contains an article by 
Paul Kircher, under the title “Shi 
of a Successful Computer Syste 
which is a factual statement my an 
insurance company’s experience in 
the field of electronic data-process. 
ing. Among other things, the author 
makes the point that one of the im. 
portant contributing factors to the 
successful installation and _ initial 
operation of a computer in this case 
was the attention that had been given 
over many years previously to long- 
range and continuous planning of 
systems. 

A book, “Appraising the Economics 
of Electronic Computers”, by Frank 
Wallace, Controllership Foundation 
Inc., New York, is reviewed in The 
Accountant, 5 October. The book 
deals with how a company can deter- 
mine whether to acquire a computer. 
The benefits which may follow an 
installation are reviewed under the 
following headings:—reduction in 
clerical costs; development of new 
control information; the introduction 
of new management techniques. 


Management Accounting 


The shortening of the cash-flow 
cycle is of particular concern to firms 
engaged in distribution and finance. 
Martin N. Kellog, in The Controller, 
October, sketches a method by which 
statistical sampling techniques de 
veloped for quality control can be 
applied to the analysis and control of 
a cash flow system. 

Reports prepared by the account 
ing staff for the use of production 
departments often fail to serve their 
purpose because the production man 
does not understand the accountant’s 
language and because the reports 
arrive too late to be of any use. 
Henry G. Lykken, “Homogenizing 
Factory and Office Thinking’, Cost 
and Management, October, describes 
how these problems were overcome 
in one company. 

The increasing importance of a 
counting in planning for the future 
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is the subject of two articles in the 

issue of The Controller. 
“More for Your Capital Dollar”, by 
John A. Griswold, is an evaluation 
of the methods in use for finding the 
present value of future yields. He 
concludes that the discount method 
provides the best means of arriving 
at the rate of return which can be 
expected on a given investment. 
“Recognizing and Evaluating Profit 
Opportunities”, Frank S. Capon, is 
a thorough discussion of a planned 
approach to the problems of discover- 
ing and appraising new ideas. The 
accountant occupies the important 
role of co-ordinating the studies of 
marketing and engineering groups to 
discover the likely return on invest- 
ment. It is the accountant, too, who 
must, frequently, prepare the final 
report on which the auditors must 
base their decision. 


Internal Control 


In the Journal of Accountancy, 
October, R. K. Mautz and Robert E. 
Schlosser discuss “Techniques of In- 
ternal Control”, suggesting an analy- 
sis of internal control from the point 
of view of systems construction. They 
see as the basic techniques of internal 
control these “devices” : organization, 
review, reporting, records, training, 
protective devices and clerical proof 
devices. The efficacy of any system 
of internal control depends on the 
skill with which these techniques 
were used when the system was con- 
structed. After discussing these 
briefly, they point out that each is of 
wide applicability and interrelated 
usefulness, indicating that the de- 
tailed procedures of a system of in- 
ternal control can be related to one 
or more of the basic techniques sug- 


Job Evaluation 


In the N.A.A. Bulletin, October, 
B. C. Bryant describes the “Applica- 
tion of Job Evaluation in a Medium 
Size Company”. 
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Internal Audit 

In The. Accountant, 5 October, 
Ernest Sinnott, on the functions of 
an internal-audit section, presents an 
interesting assembly of thoughts on 
many aspects of internal auditing, 
including the effect of developments 
in electronic accounting. 


Budgeting 

The Cost Accountant, October, 
publishes an address delivered at the 
Seventh International Congress of 
Accountants. This paper, “Budget- 
ing and the Corresponding Moderni- 
sation of Accounting”, by J. P. Wil- 
son, considers the effects which the 
introduction of budgeting has had 
upon the principles and practice of 
accounting. 

An article in The Accountant, 26 
October, tells of the effect of budget- 
ing on old accounting practices and 
how the introduction of budgetary 
control can effect an overall improve- 
ment in a system. 


Inventory Cortrol 

Three case studies in the October 
issue of the N.A.A. Bulletin, deal 
with various aspects of inventory 
control. “Calculating Economic 
Manufacturing Quantities for Better 
Inventory Control” is the subject of 
a case study by W. G. Briggs. “A 
Multi-Deck Punched Card System to 
Control Materials Inventory”, by C. 
H. Buse, describes the materials con- 
trol system of Convair, while L. B. 
Schneggenburger claims that a 
“Manual Inventory Control Report 
Serves Well in a Small Company”. 


Cost Analysis 

Louis L. Miller, “Application of 
Regression Methods to Cost Analy- 
sis”, Cost and Management, October, 
argues that statistical methods of 
measuring costs compare favourably 
with conventional methods of analy- 
sis, and often are less costly to apply. 
He gives examples of how regression 
methods may be used to solve cost- 
analysis problems such as the setting 
of an expense absorption rate. 
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N.A.A. Conference Proceedings 


The September N.A.A. Bulletin 
contains the final instalment of the 
N.A.A. 1957 Conference Proceedings. 
E. J. Klock, C. R. Brown and L. E. 
Wengart covered the various aspects 
of economic forecasting and sales 
forecasting at General Electric. 
Other groups of speakers dealt with 
“Profit Evaluation for Management”, 
“Accounting Problems of Multiplant 
Operations”, “The Role and Respon- 
sibility of the Cost Department” and 
“Financial Reporting for Manage- 
ment”, 

Diffusion of profit responsibility in 
a big company makes measurement 
of executive performance difficult. 
In The Controller, September, Joel 
Dean considers a possible solution to 
the problem. He suggests a division 
of a corporation into semi-autono- 
mous profit centres (as distinct from 
service centres) whose management 
is measured by the contributions its 
centre makes to the corporation’s 
overhead and profits. A profit centre 
is defined as “a semi-autonomous 
group of facilities and functions 
chosen so that profit performance can 
be the main guide to evaluation of 
divisional performance and the main 
guide by which the division manager 
makes his critical decisions.” 


Case Studies 

The following case studies appear 
in the N.A.A. Bulletin, August— 
“Financial Reorganization in the 
Post Office,” by M. H. Stans. In 
this article, the Deputy Postmaster- 
General of the United States de- 
scribes the extensive—and apparently 
long overdue—changes which have 
taken place in the U.S. postal ad- 
ministration since 1958. 

“Accounting for a Wholesale 
Grocery,” by R. L. Hammons—a par- 
ticularly interesting study of opera- 
tions in a very cost-conscious enter- 
prise. 

“Controlling Research and De- 
velopment Expenditures to Profit- 


ability,” by F. G. Melanson, and 
“Accounting for a Company Techni- 
cal Center,” by E. Sherman—dealing 
with research cost control in the elec. 
trical and glass industries respec 
tively. 

Other case studies in the same is. 
sue include—‘‘Accounting for Long. 
Term Contracts by a Percentage-of- 
Completion Method,” by W. W. Rohr. 
baugh; “Costing Military Vehicle 
Production Contracts,” by E. A 
Tambert and J. R. Stojanovich; 
“Accounting Applied to (Auto 


mobile) Fleet Administration,” by 
L. A. Westberg, and “Machine-Hour 
Overhead Rates Refine Costs in a 
ve Plant,” by F. Domenick, 
r. 


Two particularly helpful articles 
on foundry problems appear in the 
N.A.A. Bulletin, September. T. B. 
Noble describes “Raw Material 
Cost Control in a Gray Iron Foun- 
dry,” and R. W. Stocker describes 
a “Production Control System for 
a Gray Iron Foundry.” 


Inventory Control 


In the N.A.A. Bulletin, August, 
F. C. Gosewisch writes on “Control- 
ling Inventories by Value—and Other 
—Classification.” Value and activ- 
ity criteria are used to “fractionate” 
and “stratify” the inventory into 
manageable categories. 


Electronic Data Processing 


The Cost Accountant, August, pub 
lishes two papers on electronics in 
the office. The first, “Planning and 
Installation,” by E. M. Renals, deals 
with problems associated with plan- 
ning for the use of automatic digital 
computers in the office, and the 
second, “Future Possibilities,” by 
G. J. Pierce, discusses the way 12 
which the information which the use 
of computers will make available to 
management may be of help in mak- 
ing decisions on such matters as the 
positioning of factories, warehouse 
or retail stores, or on the lines which 
are to be produced or sold. 
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SOME FURTHER IMPRESSIONS 
OF AMERICA 


UR journeys in the United States 
and Canada are over. At the 
time of writing—Guy Fawkes Day— 
we have crossed the Equator in the 
course of our return voyayge. 


As for impressions of the U.S. and 
Canada, I have so many of them that 
I just don’t know where to start. 

The paramount remembrance of 
our visit is the friendships we have 
made. To be an Australian is to be 
a citizen of no mean country, and so 
regarded we were welcome and went 
our way proudly friended. 


More Hotels Needed 


If Australia hopes to attract more 
tourists, it must have adequate hotel 
accommodation. New hotels should 
be air-conditioned with a bathroom 
to each bedroom. There is, however, 
no need for so-called luxury hotels 
at fantastic rates. The need is for 
comfortable hotels at reasonable 
tariffs. 

It is not easy to compare tariffs 
in Australia with those in the United 
States because, as I tried to demon- 
strate in a previous article, the Aus- 
tralian pound is greatly under- 
valued. Although the rate of ex- 
change is $2.25 to £Aust., the survey 
of goods and services made by me 
revealed that, on a purchasing power 
basis, the value of the U.S. dollar is 
nearly four dollars to the Australian 
pound. But even on the basis of four 
dollars to the £, living in American 
hotels is dear. 


Need for Depreciation Allowance on 
Buildings 
A serious impediment to the in- 
vestment of overseas funds in Aus- 
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tralian hotels and other travel facili- 
ties is the fact that Australia grants 
no depreciation allowances on build- 
ings used in the industry. 


Under the United States Federal 
income tax system, a liberal deprecia- 
tion policy exists in respect of build- 
ings constructed or reconstructed 
after 1953. Such new buildings may 
be depreciated under the following 
methods :— 


(1) The prime cost method; 


(2) the diminishing value method, 
using a rate not exceeding 200 per 
cent of the prime cost rate; 


(3) the sum of the years-digits 
method; or 


(4) any other consistent method 
under which the total deductions 
during the first two-thirds of the 
useful life of the property are not 
more than the total allowances 
under the diminishing value 
method using 200 per cent of the 
prime cost rate. 


The “sum of the years-digits” 
method was fully explained to read- 
ers by Mr. W. L. Burke on page 89 
et seq. of the February 1957 issue 
of the “Australian Accountant”. This 
method is not permitted under the 
Australian law. Changing fractions 
are applied each year. The denomin- 
ator of each fraction is the sum of 
the numbers which represent the 
total life of the asset. The numerator 
for the first year is the number of 
years of the estimated life of the 
unit. The numerator declines by one 
each year. 





Example 


Plant acquired on say 1 July ata 
cost of £10,000 has an estimated 
useful life of five years and a salvage 
value of £400. 


The annual depreciation allowances 
are as follows :— 


1st year 5/15 of £9,600 
2nd year 4/15 of £9,600 
8rd year 3/15 of £9,600 
4th year 2/15 of £9,600 
5th year 1/15 of £9,600 


£3,200 
£2,560 
£1,920 
£1,280 

640 


15/15 £9,600 


—— 


Add salvage value 400 


Total cost £10,000 


I was assured by many people in 
U.S.A. that the sum of the years- 
digits method was gaining rapidly 
in popularity. 


A Rivederci 


At a time when the United States 
is experiencing many difficulties; 
when pride is hurt at the advent of 
Sputnik; when so much of its great 
help to the world is received with 
ingratitude; when its great President 
is ill and there is a general cry of 
“quo vadimus?”, I conclude this 
series of articles with the following 
extract from a farewell letter from 
an old friend received as we boarded 
the “Orsova” at San Francisco for 
home :— 


This was one of the most pleasant 
evenings that I have spent for a 
long time—all due to the company 
I had. May you have a really en- 
joyable voyage—and more favour- 
able than unfavourable memories 
of a country which would rather 
be the world’s friend than the 
world’s leader. 


BOOK REVIEW 


Ranking and Spicer’s Company Law: 
Tenth Edition by H. A. R. J. Wil 
son and T. W. South; H. F. L. 
(Publishers) Ltd., London, 1955; 
pp. xlvii + 491; Price 25/- Ster- 
ing. 


This book factually surveys En- 
glish company law, covering, for ex- 
ample, registration, memorandum, 
articles, prospectus, capital, deben- 
tures, books and accounts, devisible 
profits, auditors, and winding-up. 
The contents are well set-out with 
convenient headings and frequent 
tabulation of points. 


The chapter on mortgages and de- 
bentures refers to a useful termino- 
logical distinction on types of deben- 
tures: namely, irredeemable, as ones 
which cannot be redeemed; and per- 
petual, where the holders are pre- 
cluded from demanding payment 
while the company can redeem at its 
option. 


The growing complexity of En- 
glish company law is shown. The 
passing of amendments (mostly ad- 
ditions) to Australian State com- 
pany acts suggests in Australia a 
similar trend which is not likely to 
be nullified by the eventuating of a 
uniform law. However, is it not 
time to review this trend? While 
additional requirements may be ne- 
cessary, yet are all the existing pro- 
visions—such as relating to the 
authorised capital and objects of a 
company — needed? Visualise the 
time, energy and materials involved 
in complying with the existing laws 
alone. Whilst engaged in a ceaseless 
effort to protect investors, the law 
should also minimise the danger of 
hampering new enterprises by bur- 
dening them with the necessity to 
comply with complex company laws 
which may have little bearing on 
their activities. The education of in- 
vestors is also relevant. 


KEITH G. JONES. 
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NEWS AND NOTES 


Australian Society of Accountants 


VICTORIA 


Mr. W. E. Oakley, A.A.S.A., who has 
recently returned from a fifteen months 
business tour of the United Kingdom, the 
Continent, Canada and the U.S.A., has been 
appointed accountant of the chief Mel- 
bourne office. of the Commercial Banking 
Company of Sydney Ltd. 


Obituary 

We regret to record the passing on 22 
November last of Mr. Victor L. Davidson, 
a Fellow of the Australian Society of Ac- 
countants, at the age of 70. He was for 
many years a well-known figure in Vic- 
torian accountancy circles, particularly in 
Geelong. He was admitted to the Common- 
wealth Institute of Accountants in 1914 
and was advanced to the status of Fellow 
in 1920. On the formation of the Geelong 
Branch in 1927, the late Mr. Davidson was 
elected a member of the Branch Council 
and, during the period of his continued ap- 
pointment (which extended to 1948) he 
thrice held the position of Branch presi- 
dent. Prior to and after 1927, he also took 
a leading part in the affairs of the 
Students’ Society in Geelong. He was a 
member of the firm of Davidson, England 
and McNaughton. He leaves a widow and 
four sons. 


NEW SOUTH WALES 


Personal 

Mr. J. A. Evans, B.Com., F.A.S.A., has 
been appointed manager for New South 
Wales of the National Mutual Life As- 
sociation, 

Messrs. J. T. Griffiths, A.A.S.A., and B. 
L. Steenson, A.A.S.A., are now in partner- 
ship as public accountants at 156 Castle- 
reagh Street, Sydney and practising as E. 
J. Sparks, Griffiths and Steenson. 

Mr. B. T. Colditz, A.A.S.A., has been 
appointed lecturer in accountancy, at the 
Newcastle University College. 

Mr. J. F. Liddy, A.A.S.A., has been ap- 
pointed secretary and chief executive officer 
of the Liverpool District Hospital, N.S.W. 

Mr. W. N. Ross, A.A.S.A., has com- 
menced practice as a public accountant at 
Federation Insurance Building, Ash Street, 
Sydney. 

_Mr. Norman B. Lewis, F.A.S.A., has re- 
tired from the firm of George A. Blackett 
and Lewis of Sydney after an association 
which has extended for thirty-seven years. 
Mr. is is now practising at the same 


Sirens and is acting as consultant to the 
rm. 
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Flight-Lieutenant A. T. Cadd, A.A.S.A., 
has been transferred from the R.A.A.F. 
Station at Canberra to Darwin and has 
pon promoted to the rank of Squadron 

er. 


QUEENSLAND 

Townsville Branch 

The Townsville Branch of the Queens- 
land Division held its annual dinner during 
November. The State president, Mr. R. F 
Butt and Mrs. Butt were the guests of the 
Division, 57 members being present. Mr. 
Butt conveyed the greetings of the Divi- 
sional Council and his pleasure at being 
- to meet members of the Branch Coun- 
cil. 


SOUTH AUSTRALIA 
Obituary 


It is with regret that we report the death 
of Mr. V. E. Roach. He was a member of 
the South Australian Council of the former 
Commonwealth Institute of Accountants 
from 1943 until 1952. He also filled the 
office of vice-president from 1947 to 1949 
i was State president in 1949 and 
1950. 


WESTERN AUSTRALIA 

Members’ willingness to undertake re- 
search into various phases of accounting is 
always welcome evidence of the interest 
being maintained in the progress of the 
profession. 

A case in point is provided by the West- 
ern Australian Division, numbers of whose 
members have shown a keen interest in 
undertaking research. As a result of this 
interest, the W.A. Division has been al- 
lotted the subject, “Taxation and the Ac- 
counting Concept of Business Income” for 
study. 

Personal 

Mr. K. K. Townsing, A.A.S.A., has been 
appointed to the post of Public Service 
Commissioner. 

Mr. C. H. King, senior partner, retired 
from the firm of King, Lissiman & Co., of 
William Street, Perth, as from 31 Decem- 
ber, 1957. He will continue to act as con- 
sultant to the firm. The three remaining 
partners will carry on the firm under the 
same name. 

Mr. T. H. Anderson, M.V.O., F.A.S.A., 
who recently retired as Commissioner of 
Police and chairman of the Betting Control 
Board of Western Australia, has com- 
menced practice as a public accountant. 

Mr. A. T. Learmount, A.A.S.A., sub- 
manager of the Bank of New South Wales, 
Perth, recently left for Sydney to take up 
the appointment of sub-inspector of the 
Bank’s central (N.S.W.) division. 
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Bunbury Branch 

At a meeting of the Bunbu - 
Council held on 29 January, Mr. E. 
Denton, A.A.S.A., was appeepes honorary 
secretary in place of Mr. A. R. Reid, 
A.A.S.A., who has resigned. Mr. Reid was 
elected to fill the vacancy in the Branch 
Council created when Mr. Denton became 
secretary. 


The annual meeting of the Branch is to 
be held on Thursday, 13 March, 1958. 
After the formal business has been com- 
pleted members will take part in a round 
table discussion on a subject yet to be 
chosen. 


Australasian Institute of 
Cost Accountants 


VICTORIA 


The programme of activities scheduled 
for the forthcoming months promises to 
he Institute members plenty to interest 
them. 


The outstanding event is the Institute’s 
first convention to be held at the Aus- 
tralian Administrative Staff College, Mt. 
Eliza, commencing on the evening of Wed- 
nesday, 11 June, and carrying through to 
Friday, 13 June. Arrangements are being 
made for leading businessmen to deliver 
addresses at the convention, the main 
theme being “The Cost Accountant’s Place 
in Management”. 


Other items in the syllabus of activities 
to be arranged for the benefit of Institute 
members include: “Trends in Electronic 
Data Processing”, by Mr. R. M. Hadley, 
F.A.S.A., Tuesday, 4 March; Annual Meet- 
ing and Social Evening, Wednesday, 26 
March; Public Lecture, “Responsibility 
Accounting”, by Mr. W. J. Stewart, Senior 
Lecturer in Accounting, University of Mel- 
bourne, Tuesday, 22 April; Discussion 
Group—“Budgeting”, Wednesday, 28 May; 
Visit to the Shell Company’s Refinery at 
Geelong, May, 1958. 


A.S.A. Students’ Society 


VICTORIA 


The syllabus of meetings of the Victorian 
Division of the Students’ Society includes 
the following:—Friday, 21 February, (6.30 
p.m.) “Statement of Funds”, by Mr. Curtis 


A. Reid, F.A.S.A., F.C.LS.; tow » 7 
March, (6.30 p.m.) “Auditing” Stage I, by 
Mr. J. S. Egan, B.A., B.Ed., F.AS.A 

A.C.LS., A.C.A.A.; Tuesday, 11 March, 
(1.10 p.m.-1.50 p.m.) “Income Tax — Re- 
pairs as an Allowable Deduction”, by Mr. 
D. Dobbie, A.A.S.A., A.M.T.C.; Friday, 21 


March, (6.30 p.m.) “National Econemy 
Income and Expenditure”, by Mr. K, 
McKenna, B.Com., B.Ed. 


A. E. Pyke Memorial Competition 

A sub-committee appointed to jud 
tries for the 1957 competition made jj 
award in favour of Mr. J. N. Hall for 
essay on “Some cay ments in Comp: 
Law.” The society’ e has been 
warded to Mr. Hall ie as the cong 
lations of members. 


November-December Meetings 

On 11 November, an evening visit 
made to the offices of Burroughs Lim 
for a demonstration of mechanised accou 
ing machines. All present were most ap 
preciative of the literature distributed 
the interesting description of the machir 
operation. 

On 21 November, an enjoyable visit 
made to the Altona Refinery of the Vacuy 
Oil Company Pty. . The socie 
thanks is recorded to the management and 
staff of both companies for their help. 

Discussions on model answers to 
October, 1957, examinations, took p 
on 29 November and 6 December. h 
discussions were led by Mr. A. E. Speck 
B.Com., F.A.S.A., F.C.LS. Bailments 
bankruptcy were discussed by Mr. G 
Thompson, A.A.S.A., in a series of lect 
on 3 and 7 February. This series of 
tures was much appreciated and pi 
of considerable benefit to the students 
attended. The Council of the Studer 
Society is most grateful to Messrs. Sp 
and Thompson for their help. 


WESTERN AUSTRALIA 


The Western Australian Division of 
Australian Accountants’ Students’ Soci 
held an extraordinary general meeting 
17 December, 50 students attending. 

Mr. W. O’Halloran was chairman 
those present included Messrs. L. Beas 
and H. L. Thomson, members of the W.A 
State Council of the A.S.A. The chairn 
said that the meeting had been called 
bring about a_ re-organisation of 
Students’ Society. The following 
elected members of the committee, Me: 
W. O’Halloran, V. Coombs, C. Adams, 
Egan, G. Lawrence and Miss M. Duncan, 

After the formal business the follo 
films were screened: “Sinistronic Sto 
(by courtesy of Burroughs Ltd.) and 
Spirit of Australia” (by courtesy of Ama 
Petroleum Ltd.). 

The chairman thanked the represent 
tives of Burroughs and Ampol for 
assistance. j 

Later, at a meeting of the newly elect 
committee, the following officers 
elected:— President: Mr. W. O’Hallo 
vice-president: Mr. V. Coombs; Hon. sec 
tary and treasurer: Mr. R. H. Egan. 
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